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BEFORE THE PUBLIC 5 E 2 V I C L  COlrlCtSSiON OF K2XTUCKY 

A Neeting of t h e  Publ ic  Se rv ice  Comiss ion  was held  on t h i s  
d a t e .  P re sen t  f o r  t h e  Cornrnission: Chairman Robert N. Coleman 
and Commissioners Cass 3. vialden and H .  Clay Kauffrnan. 

c * * * z * 1  

i n  t h e  Hat te r  o f :  

-- 3.H.DES. APFi3CVIHG iiiTSS 

O n  Phrch 1, l9L9, Kent3ucky & d e s t  V i rg in i a  Power Company, 

i nco rpora t ed ,  ( h e r e i n a f t e r  ca;.led 'li-o:ier Company"), f i l e d  wi th  

t h e  Puh l i c  Se rv ice  C o m i s s i o n  a n o t i c e ,  cihereby i t  proposed t c  

i n c r e a s e  i t s  rztes f o r  indus t , r ia i  power wi th in  the  St,at,e of 

Kentucky i n  t h e  aacunt  o f  approsimateiy i.,jOG,OOO per annum, sa id  

r a t e s  t o  become e f f e c t i v e  f o r  s e r v i c e  rendered on .and a f t e r  March 

21, 1945- 

The n o t i c e  f u r t h e r  s e t  ou t  i n  support  thereof  t h a t  

m a t e r i a l s ,  i abo r  and o the r  opera t ing  c o s t s  have increased  sub- 

s t a n t i a l i y  and t o  render adequate servi.cF;, l a r g e  investments i n  

ne:< f a c i l i t i e s  have been made and f u r t h e r  l a r g e  investments a r e  noii 

necessary.  F w t h e r ,  t h e  schedule o f  r a t e s  noii i n  e f f e c t  i s  not 

s u f f i c i e n t  tc nieet t hese  increased cos t s  and allow t h e  Company t o  

at.t,ract t he  needed c F p i t a l .  

?he Ccimission being unable t o  pass u p n  the  mat te r  

w.til a hear ing  could be h ~ d  a n d  2. de te rx ina t ion  made a s  t o  vhe ther  

t h e  proposed r a t e s  : /e re  reasonable ,  by apprcp r i a t e  Order dated 

March 16, l s I L G ,  slispended the  proposed r a t e s  r c r  a period of n o t  

more than  120 days '  from and a f t e r  t ,hrch 21, iOL9,  s a i d  suspension 

being extended an a d d i t i c n a l  12.0 days '  by t h e  Co:runission's Order 

of J u l y  18, lSL9. Notx i ths tanding  t h e  suspension, t h e  Company, a s  

provided by i.aw, r u t  s a i d  r a t e s  i n t o  e f fec t ,  by the  Gost ing of a 



bond i n  t h e  aggrega te  o f  :,210,000. 

A t  a hea r ing  held thereon  on A p r i l  i Z ,  19.!+4, i n  t he  

o f f i c e s  of t h e  Fub i i c  Serv ice  Comnission i n  F rankfo r t ,  Kentuchj, 

t h e  Company in t roduced  tes t imony,  e x h i b i t s  and o t h e r  evidence i n  

suppor t  of s a i d  no t i ce .  There also actpeared c e r t a i n  p r c t e s t a n t s  

t o  t h e  proposed i n c r e a s e ,  2r.d cross-examination o f  t h e  Company's 

w i tnes ses  by both t h e  p r o t e s t a n t s  and t h e  Commission's s t a f f  vas 

concluded on Xay 10, 191,4. 

The Commission a f t e r  cons ide ra t ion  of t he  t e s t h o n y ,  ex- 

h i b i t s  and o t h e r  evidence of record  and being adv i sed ,  i s  o f  t he  

opin ion  and f i n d s :  

T h a t  t h e  proposed r a t e s  sought here in  and app l i -  
cable t o  i n d u s t r i a l  pover 1,;ithin the  S t a t e  o f  Kentuchj 
a r e  not  unreasonable and l.!ill. not croduce an excess ive  
r e t u r n  upon t h e  ConLany's prope r t i e s  devot.ed t o  t h e  
pub l i c  use ,  

IT IS,  TNEREFORC, ~ . > R l l Z U L j  that, t he  FroFosed r a t e  scheciuies 

as s e t o u t  i n  i-over Company's n o t i c e  of  :,larch i ,  i9iCj be,  and t n e  

same a r e  approveci as t h e  l e g a l  r a t e  f o r  such s e r v i c e  wi th in  t h e  

S t a t e  of Kentucicj, s a i d  schediiles be izg  nore spec i f ica l l : r  sei.out 

as f 0 1 . l o ~ s  : 

r st Revision of Or i5 ina l  Sheet lie. 7;li - T a r i f f  C.i .i. 
1st &vi s ion  of O r i g i n a l  Sheet 30 .  7.42 - T a r i f f  C.i.t. 
1s t  Iievisior. of Or ig ina l  Sheet Cic. l6.C - T a r i f f  C . F .  
2nd Flevision o f ,  Original. Sheet 30. l6iZ - T a r i f f  Z . r .  
1st Revision of Criginal.  3hee t  iio. l t C i  - T a r i r f  C . i . L ' .  
2nd 3ev i s ion  o f  C r i g i n a l  Sheet Nc. ibC2 - l a r i f f  2 . f i .C .  
2nd ?levision o f  Or ig ina l  S'neet Xo. 17.4 - T a r i f f  i . k .  
? r d  Revision o f  Or ig ina l  Sheet 210. l8di - T a r i f f  1.r. 
Lth Kevision c f  i i r i g i n a i  5hee t  Yo. 20Ai - T a r i i f  i . t .5 .  
i s t  kev i s i cn  o f  Or ig ina i  Sheet No. 21.4 - T a r i f f  L.C.I..  

I T  I S  PlJRTii2E uFcULRZ.oD tha t ,  t h e  r a t 6  scheduies  stproved 

he re in  be,  ana t h e  same s r e  t,o become e f f e c t i v e  f o r  s e r v i c e  render- 

ed on and a f t e r  i.hrch 2 . ~ ,  i: 

I T  1 5  FIJ2ThZFl OLGZiccD t h a t  t ha  indemnifying bond i ' i i ed  

he re in  be, and it i s  hereby cance l i e? ,  and t h e  Company be and i t  

i s  hereby re leased  froin any ana  a11 L i a b i l i t y  thereLn. 
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TARIFF 1. P. (Continued) 
(Industrial Power) 

(High Tension Transmission) 

K E N ~ ~ c ~ Y  POWER COMPANY 
(See sheet NO. 1 for Applicability) 

DELIVERY VOLTAGE. 
The customer shall own, operate and maintain all necessary substations and appurtenances thereto 

[or receiving and purchasing all electric energy at  transmission voltage of 34,500 volts or over as specified 
by company. The company will, however, install, own, operate and maintain high-tension oil switch a t  
point of delivery and necessary metering equipment. 

FUEL CLAUSE. 
upon the weighted average cost of fuel of Kentuclcy Power Company's power 

I[ during any monthly period such average cost is above 18.0 cents per 1,000,000 BTU by at least 
.5 cent, an additional charge during the second month thereafter will be made on the. actual kwhrs used 
duiing the said second month at the rate of .00525 cent per kwhr for each full .5 cent increase in the cost 
of fuel above 18.0 cents per 1,000,000 BTU. 

I[ during any monthly period such average cost is less than 18.0 cents per 1,000,000 BT'CJ by at least 
5 cent, the bill rendered to  the customer for the second succeeding month shall be decreased by an amount 
equal to the actual kwhrs used during said second month multiplied by .00525 cent per lwhr  for each full 
.5 cent decrease in the cost of fuel below 18.0 cents per 1,000,000 BTU. 

TERM OF CONTRACT. 
Contracts under this tariff will be made for a term of years taking into consideration the size of the load, 

the location of the load, and the amount of facilities t o  be furnished by the company in seyi.ng the load, 
but,Contracts will not be made for initial periods of less than 3 years with self-renewal prowions for SUC- 
Fe.ss!"e periods of not less than 2 years each. Contracts may be cancelled by either party at the end of 
lnitlal O r  renewal periods on 12 months' prior written notice to  the other party. 

TERMS AND CONDITIONS. 
See Sheets NO. 2, 3, 4 and 5 for Terms and Conditions of Service. 
This tariff is also available to customers having other sources of energy supply. 

Issued by 
F. M. BAKER, Vice President and General Manager 

Ashland, Kentucky 

Original Sheet No. 11-2 
P. S. C. Ky. No. 2 

Effective for service rendered 
on and after October 1, 1959 





COMMONWEALTH OF KENTkJCKY 

PUBLIC SERVICE COMMISSION 
730 SCHENKEL LANE 

POST OFFICE BOX 615 
FRANKFORT, KY. 40602 

(502) 564-3940 

September 4 ,  1986  

TO: ATTACHED S E R V I C E  LIST 

R e :  Adm. C a s e  N o .  309 
F u e l  A d j u s t m e n t  C l a u s e  

Dear L a d i e s  a n d  G e n t l e m e n :  

W e  e n c l o s e  o n e  a t t e s t e d  c o p y  of t h e  C o m m i s s i o n ' s  Orde r  i n  

t h e  a b o v e  case.  

V e r y  t r u l y  y o u r s l  

Forest  M. S k a q q s  
E x e c u t i v e  Director  

FMS/cbg 

E n c l o s u r e  



SERVICE L I S T  - ADMINISTRATIVE CASE NO. 309  

M r .  L e i g h  A.  Jones 
Berea C o l l e g e  E l e c t r i c  
CPO Box 2346 
Berea, K e n t u c k y  40404 

M r .  Rober t  E .  Ma t thews  
K e n t u c k y  Power  Company 
P. 0. Box 1 4 2 8  
A s h l a n d ,  K e n t u c k y  41101  

M r .  Robert M .  H e w e t t  
K e n t u c k y  U t i l i t i e s  Company 
O n e  Q u a l i t y  S t r e e t  
L e x i n g t o n ,  K e n t u c k y  40507 

M r .  Robert L. Royer  
L o u i s v i l l e  G a s  & E l e c t r i c  
P. 0. Box 32010 
L o u i s v i l l e ,  K Y  40232-2010 

M r .  W i l l i a m  H.  D i c k h o n e r  
U n i o n  L i . g h t ,  Heat & Power 
P. 0. Box 960  
C i n c i n n a t i ,  O h i o  45202 

M r ,  W i l l i a m  T h o r p e  
B i g  R i v e r s  E l e c t r i c  Corp. 
P. 0. Box 24 
Hender son ,  K e n t u c k y  42420  

M r .  Don M .  Combs 
B i g  Sandy RECC 
P. 0. Box 1746  
Pa i n t s v i  1 .le, K Y  4 1 2 4 0  

M r .  J a c k  S. T a y l o r  
B l u e  Grass  RECC 
D r a w e r  D 
N i c h o l a s v i l l e ,  K Y  40356 

M r .  E l m e r  D e  J o h n s o n  
C l a r k  RECC 
P. 0. Box 748 
W i n c h e s t e r ,  K e n t u c k y  4 0 3 9 1  

M r .  Ted  Hampton 
Cumber land  V a l l e y  RECC 
Gray,  K e n t u c k y  40734 

M r .  J. B. Galloway 
F a r m e r s  RECC 
P. 0. Box 298 
Glasgow, K e n t u c k y  421.41 

Mr. H u s t o n  D e l a n e y  
Fleming-Mason RECC 
P. 0. Drawer 3 2 8  
F l e m i n g s b u r g ,  K Y  41041  

M r .  Bob K i n c e r  
Fox C r e e k  RECC 
P. 0. Box 1 5 0  
L a w r e n c e b u r g ,  K Y  40342  

M r .  H a r o l d  A.  H a i g h t  
G r a y s o n  RECC 
1 0 9  Bagby P a r k  
G r a y s o n ,  K e n t u c k y  4 1 1 4 3  

M r .  Dean S t a n l e y  
G r e e n  R ive r  E lec t r i c  
P. 0. Box 1 3 8 9  
Owensboro ,  K e n t u c k y  42302  

M r .  E r n e s t  S k i n n e r  
Har r i son  C o u n t y  RECC 
P. 0 ,  Box 1 3 0  
C y n t h i a n a ,  K e n t u c k y  4 1 0 3 1  

M r .  J o h n  F. West 
Hender son-Union  RECC 
P. 0. Box 18 
H e n d e r s o n ,  K Y  42420  

M r .  C h a r l e s  W .  F o l e y  
I n t e r - C o u n t y  RECC 
P.  0. Box 8 7  
D a n v i l l e ,  K e n t u c k y  40422  

M r .  Lee Roy Cole 
Jackson C o u n t y  RECC 
P. 0. Box 307 
McKee, K e n t u c k y  40447  

M r .  David S t i l e s ,  J r .  
Jackson  P u r c h a s e  ECC 
P. 0. Box 3188 
P a d u c a h ,  K Y  42002-3188 

M r .  Donald  R. Norris 
E a s t  K e n t u c k y  Power  
P. 0. Box 707  
W i n c h e s t e r ,  K e n t u c k y  4 0 3 9 1  



M r .  B i l l  Duncan 
L i c k i n g  V a l l e y  RECC 
P. 0. Box 605  
West L i b e r t y ,  K Y  41472  

M r .  B e a v i n  F. T h o r n s b e r r y  
Meade C o u n t y  RECC 
P. 0. Box 367 
B r a n d e n b u r g ,  K Y  40108 

M r .  J a c k  H .  Kargle 
N o l i n  RECC 
6 1 2  E a s t  D i x i e  Ave. 
E l i z a b e t h t o w n ,  K Y  42701  

M r .  F r a n k  Downing 
O w e n  C o u n t y  RECC 
510 Georgetown Road 
O w e n t o n ,  K e n t u c k y  40359 

M r .  K e n n e t h  Haze lwood 
S a l t  R i v e r  RECC 
P. 0. Box 609 
B a r d s t o w n ,  K Y  40004  

M r .  Thomas B a r k e r ,  Jr .  
S h e l b y  RECC 
P. 0. Box 309  
S h e l b y v i l l e ,  K Y  40065  

M r .  K e i t h  S l o a n  
S o u t h  K e n t u c k y  RECC 
P. 0. Box 910 
S o m e r s e t ,  K Y  4 2 5 0 1  

M r .  Ba r ry  L. Myers  
T a y l o r  C o u n t y  RECC 
P. 0. Box 1 0 0  
C a m p b e l l s v i l l e ,  K Y  42718  

H o n o r a b l e  Pamela  J o h n s o n  
A s s i s t a n t  A t t o r n e y  Genera l  
U t i l i t y  & Rate I n t e r v e n t i o n  
209 S t .  C l a i r  S t r e e t  
F r a n k f o r t ,  K e n t u c k y  4 0 6 0 1  



COMMONWEALTH O F  K E N T U C K Y  

BEFORE THE P U B L I C  S E R V I C E  COMMISSION 

I n  t h e  Matter o f :  

AN I N V E S T I G A T I O N  OF THE 
FUEL ADJUSTMENT CLAUSE 
REGULATION 807 KAR 5 ~ 0 5 6  

O R D E R  

A D M I N I S T R A T I V E  1 
) CASE NO. 309 1 

On A u g u s t  2 5 ,  1 9 7 7 ,  t h e  P u b l i c  Serv ice  Commiss ion  i n i t i a t e d  

p r o c e e d i n g s  i n  Case N o .  6 8 7 7 ,  The E x a m i n a t i o n  of t h e  F u e l  A d j u s t -  

m e n t  T a r i f f  P r o v i s i o n s  of  K e n t u c k y  Power  Company, E a s t  K e n t u c k y  

Power C o o p e r a t i v e ,  I n c . ,  L o u i s v i l l e  G a s  a n d  E lec t r i c  Company, 

K e n t u c k y  U t i l i t i e s  Company, Big  R i v e r s  E l e c t r i c  C o r p o r a t i o n  and  

Un ion  L i g h t ,  Heat a n d  Power  Company, t o  e x a m i n e  t h e  f u e l  a d j u s t -  

m e n t  t a r i f f  c l a u s e s  b e i n g  u s e d  b y  e l e c t r i c  g e n e r a t i n g  u t i l i t i e s  i n  

K e n t u c k y .  The s t a t e d  purpose o f  t h e  case w a s  t o  d e t e r m i n e  w h e t h e r  

o r  not a n y  m o d i f i c a t i o n  of s u c h  c l a u s e s  w a s  w a r r a n t e d ,  o r  w h e t h e r  

f u e l  a d j u s t m e n t  c l a u s e s  s h o u l d  b e  e l i m i n a t e d  e n t i r e l y .  The resul t  

was t h e  s t a n d a r d i z e d  F u e l  A d j u s t m e n t  C l a u s e  r e g u l a t i o n ,  8 0 7  KAR 

5 : 0 5 6  e f f e c t i v e  J u n e  7 ,  1 9 7 8 .  A f t e r  8 y e a r s  e x p e r i e n c e  w i t h  t h i s  

f u e l  a d j u s t m e n t  c l a u s e  a n d  c o n s i d e r i n g  c h a n g i n g  e c o n o m i c  

c o n d i t i o n s ,  t h e  Commiss ion  h a s  d e t e r m i n e d  t h a t  a n  e x a m i n a t i o n  of 

t h e  s t a n d a r d i z e d  f u e l  a d j u s t m e n t  c lause  s h o u l d  b e  c o n d u c t e d .  The 

purpose o f  t h i s  p r o c e e d i n g  is t o  d e t e r m i n e  w h e t h e r ,  due  t o  

c h a n g i n g  c i r c u m s t a n c e s ,  t h e  f u e l  a d j u s t m e n t  c l ause  s h o u l d  be modi-  

f i e d  o r  e l i m i n a t e d  a n d  t o  d e v e l o p  a p r o p o s e d  r e g u l a t i o n  i f  c h a n g e s  

a r e  n e e d e d .  



F u e l  a d j u s t m e n t  clauses h a v e  b e e n  i n  t a r i f f s  f i l e d  w i t h  t h e  

Commiss ion  s i n c e  t h e  1 9 5 0 ' s .  W i t h  r a p i d l y  r i s i n g  c o a l  p r i c e s  i n  

t h e  1 9 7 0 ' s ,  t h e s e  c l a u s e s  a t t r a c t e d  a g r e a t  d e a l  of a t t e n t i o n .  I n  

1 9 7 6  t h e  f i v e  g e n e r a t i n g  e l e c t r i c  u t i l i t i e s  u n d e r  t h e  C o m m i s s i o n ' s  

j u r i s d i c t i o n  c o l l e c t e d  a p p r o x i m a t e l y  $115 m i l l i o n  t h r o u g h  t h e  

a p p l i c a t i o n  o f  t h e i r  f u e l  a d j u s t m e n t  c l a u s e s ,  almost 20 p e r c e n t  o f  

t h e i r  t o t a l  r e v e n u e .  C o n c e r n  a b o u t  r a p i d l y  i n c r e a s i n g  f u e l  

p r ices  and  t h e  o p e r a t i o n  of f u e l  a d j u s t m e n t  c l a u s e s  l e d  t o  t h e  

e s t a b l i s h m e n t  o f  Case N o .  6 8 7 7 .  A s  a r e s u l t  o f  t h a t  c a s e ,  

p r e v i o u s l y  h e t e r o g e n e o u s  c l a u s e s  were r e p l a c e d  b y  a s t a n d a r d  f u e l  

a d j u s t m e n t  c l a u s e .  T h i s  c l a u s e  was i n t e n d e d  t o  meet t h e  major 

o b j e c t i v e s  o f  t h e  C o m m i s s i o n ' s  r e v i e w  a t  t h a t  t i m e :  f i r s t ,  t o  

b r i n g  f u e l  c h a r g e s  u n d e r  app ropr i a t e  Commiss ion  r e g u l a t o r y  

processes; s e c o n d ,  t o  s t a n d a r d i z e  t h e  f u e l  c l a u s e  f o r  all 

j u r i s d i c t i o n a l  e l e c t r i c  u t i l i t i e s ;  t h i r d ,  t o  i n s e r t  f u e l  c h a r g e s  

i n t o  b a s e  r a t e s  o n  a s y s t e m a t i c  b a s i s ;  f o u r t h ,  t o  i n t r o d u c e  

i n c e n t i v e s  f o r  management  t o  h o l d  down f u e l  c o s t s ;  and  f i f t h ,  to  

r e p r e s e n t  a r e s p o n s i b l e ,  w o r k a b l e  r e g u l a t o r y  p r o c e d u r e  f o r  

h a n d l i n g  f u e l  c lause  ma t t e r s  i n  K e n t u c k y e L  A n  i m p o r t a n t  i s s u e  i n  

t h e  c u r r e n t  case is w h e t h e r  t h e s e  o b j e c t i v e s  h a v e  b e e n  met .  

A n o t h e r  issue is w h e t h e r  o t h e r  o b j e c t i v e s  a n d  s t a n d a r d s  s h o u l d  b e  

a d o p t e d .  

S o d e r ,  " F u e l  A d j u s t m e n t  C l a u s e :  K e n t u c k y  E l e c t r i c  U t i l i t i e s , "  
Case N o .  6 8 7 7 ,  S e p t e m b e r  2 0 ,  1 9 7 7 ,  page 1. 

Case N o .  6 8 7 7 ,  O r d e r  d a t e d  December 1 5 ,  1 9 7 7 ,  p a g e s  14-15.  



F u e l  e x p e n s e s  a r e  t h e  l a r g e s t  s i n g l e  cos t  f o r  e l e c t r i c  

u t i l i t i e s  i n  K e n t u c k y ,  a p p r o x i m a t e l y  o n e - h a l f  o f  t o t a l  o p e r a t i n g  

e x p e n s e s .  E s t a b l i s h i n g  t h e  appropr i a t e  f r a m e w o r k  f o r  r e g u l a t i n g  

r a t e s  t h a t  r e s u l t  f r o m  f u e l  e x p e n s e s  is c r u c i a l  t o  e l e c t r i c  

u t i l i t y  r e g u l a t i o n .  The r e g u l a t o r y  f r a m e w o r k  f o r  f u e l  e x p e n s e s  

s h o u l d  (1) p r o v i d e  i n c e n t i v e s  f o r  e f f i c i e n t  managemen t  o f  f u e l  

p r o c u r e m e n t  and  p o w e r - p l a n t  p e r f o r m a n c e ,  ( 2 )  p r o v i d e  i n f o r m a t i o n  

t h a t  permi ts  t h e  Commiss ion  t o  a d e q u a t e l y  m o n i t o r  f u e l  cos t s  t o  

p r o t e c t  r a t e p a y e r s ,  ( 3 )  b e  c o n s i s t e n t  f o r  a l l  j u r i s d i c t i o n a l  

u t i l i t i e s ,  ( 4 )  b e  f a i r  i n  b i l l i n g  costs  t o  t h e  c o s t - c a u s e r ,  ( 5 )  be  

a d m i n i s t r a t i v e l y  w o r k a b l e  a n d  e f f i c i e n t ,  a n d  ( 6 )  p r o v i d e  f o r  f a i r  

r e g u l a t i o n  o f  b o t h  d i s t r i b u t i o n  a n d  g e n e r a t i o n  u t i l i t i e s .  T h e  

p r i m a r y  p u r p o s e  f o r  i n c l u d i n g  a f u e l  a d j u s t m e n t  c l ause  i n  t h e  

r e g u l a t o r y  f r amework  is  t o  p r o v i d e  a p r o c e d u r e  w h e r e b y  i n  times o f  

r a p i d  c h a n g e s  i n  t h e  p r i c e  o f  f u e l ,  a u t i l i t y ' s  r a tes  c a n  b e  

a d j u s t e d  more q u i c k l y  t h a n  would b e  p o s s i b l e  t h r o u g h  a p r o t r a c t e d  

r a t e - m a k i n g  p r o c e e d i n g .  T h i s  p ro t ec t s  u t i l i t y  s h a r e h o l d e r s  f rom 

t h e  r i s k  o f  f u e l  p r i c e  i n c r e a s e s  b y  a l l o c a t i n g  t h e  r i s k  o f  p r i c e  

i n c r e a s e s  t o  r a t e p a y e r s .  F u e l  a d j u s t m e n t  c l a u s e s  h a v e  a number  o f  

a d v a n t a g e s  a n d  d i s a d v a n t a g e s .  They  may r e d u c e  i n c e n t i v e s  f o r  

e f f i c i e n t  management  o f  f u e l  p r o c u r e m e n t  a n d  u s e .  They  may a l s o  

promote r a t e p a y e r  p a r t i c i p a t i o n  i n  f u e l  p r i c e  d e c r e a s e s ,  r e d u c e  

r e g u l a t o r y  e x p e n s e s  and  r e d u c e  u t i l i t y  cos t  o f  c a p i t a l  d u e  t o  t h e  

lower i n v e s t o r  r i s k .  The d e c i s i o n  t o  a d o p t  a f u e l  a d j u s t m e n t  

c l a u s e  d e p e n d s  i n  p a r t  o n  t h e  e x t e n t  o f  c o n t r o l  o r  i n f l u e n c e  t h a t  

u t i l i t i e s  h a v e  o v e r  f u e l  cos t s ,  t h e  p e r c e n t a g e  o f  f u e l  cos t s  t o  

t o t a l  u t i l i t y  o p e r a t i n g  c o s t s ,  and  t h e  v a r i a b i l i t y  o f  f u e l  p r i ces .  
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The  r a p i d  f u e l  p r i c e  i n c r e a s e s  of  t h e  1 9 7 0 ' s  were c e n t r a l  t o  t h e  

r e a s o n i n g  s u p p o r t i n g  t h e  a d o p t i o n  o f  t h e  c u r r e n t  f u e l  a d j u s t m e n t  

c l a u s e .  T h i s  case w i l l  r ev i ew t h e  f u e l  a d j u s t m e n t  c l a u s e  u n d e r  

c u r r e n t  c o n d i t i o n s .  

I n  i n i t i a t i n g  t h i s  i n v e s t i g a t i o n ,  t h e  Commiss ion  i s  s e e k i n g  

comment s  f r o m  a l l  i n t e r e s t e d  p a r t i e s .  To a i d  i n  t h e  d e t e r m i n a t i o n  

o f  s p e c i f i c  a l t e r n a t i v e s  and  a r eas  of c o n c e r n s  w i t h i n  t h e  g e n e r a l  

i s s u e s  o f  t h i s  case ,  t h e  Commiss ion  f i n d s  t h a t  a l l  j u r i s d i c t i o n a l  

e l e c t r i c  u t i l i t i e s  a n d  o t h e r  i n t e r e s t e d  p e r s o n s  s h o u l d  f i l e  

comment s  o n  t h e  f o l l o w i n g  q u e s t i o n s  w i t h i n  6 0  days  o f  t h e  d a t e  o f  

t h i s  O r d e r .  E l e c t r i c  u t i l i t i e s  t h a t  d o  n o t  ope ra t e  g e n e r a t i n g  

f a c i l i t i e s  n e e d  o n l y  a n s w e r  q u e s t i o n s  2 ( B )  a n d  5 .  

1. T n c e n t i v e s  i n c l u d e d  i n  t h e  c u r r e n t  f u e l  a d j u s t m e n t  c l a u s e  

i n c l u d e :  

-- Lags i n  r e c o v e r y  d u e  t o  u s e  o f  h i s t o r i c a l  d a t a  a n d  
1 0 - d a y  p r e f i l i n g .  

-- L i m i t a t i o n  o n  r e c o v e r y  of f u e l  e x p e n s e  d u e  t o  f o r c e d  
011 t ages  . 

-- L i m i t a t i o n  o n  r e c o v e r y  of e n e r g y  p u r c h a s e s  e x p e n s e  
( e x c l u s i v e  of c a p a c i t y  or  demand c h a r g e ) .  

-- L i m i t a t i o n  o n  r e c o v e r y  of f u e l - r e l a t e d  e x p e n s e s  n o t  
i n c l u d a b l e  ( f o r  e x a m p l e ,  e x c i s e  t a x e s ,  b r o k e r a g e  
c o m m i s s i o n s ,  f u e l  u n l o a d i n g  a n d  h a u l i n g  e x p e n s e s ) .  

H o w  e f f e c t i v e  h a s  e a c h  of t h e s e  i n c e n t i v e s  b e e n  i n  p r o m o t i n g  

e f f i c i e n t  f u e l s  managemen t?  H o w  c o u l d  t h e  f u e l  a d j u s t m e n t  c l a u s e  

be m o d i f i e d  t o  improve t h e s e  i n c e n t i v e s ?  

2 .  How wou ld  e l i m i n a t i o n  o f  t h e  f u e l  a d j u s t m e n t  c l a u s e  w i t h  

n o  o t h e r  c h a n g e  i n  Commiss ion  r e g u l a t i o n s ,  a f f e c t  i n c e n t i v e s  f o r  

e f f i c i e n t  managemen t  of t h e  f o l l o w i , n g ?  
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( A )  F o r  G e n e r a t i n g  U t i l i t i e s :  

(1) f u e l  p r o c u r e m e n t  

( a )  f u e l  r e q u i r e m e n t s  p l a n n i n g  

(b) f u e l  soufce  s e l e c t i o n  p r a c t i c e s  

( c )  mix o f  l o n g - t e r m  cont rac t - s ,  s h o r t - t e r m  

c o n t r a c t s  a n d  s p o t - m a r k e t  p u r c h a s e s  

( d )  c o n t r a c t  n e g o t i a t i o n s  

( e )  e n f o r c e m e n t  o f  c o n t r a c t  terms a n d  c o n d i t i o n s  

( 2 )  g e n e r a t i o n  

( a )  h e a t  r a t e  e f f i c i e n c y  

( b )  power p l a n t  a v a i l a b i l i t y  

( c )  e c o n o m i c  d i s p a t c h  

( 3 )  economy p u r c h a s e s  o f  e n e r g y  

(4) o t h e r  e n e r g y  p u r c h a s e s  

( 5 )  e a r n i n g s  s t a b i l i t y  o f  t h e  u t i l i t y  

( 6 )  f l o w  o f  i n f o r m a t i o n  n e c e s s a r y  f o r  t h e  p u b l i c  and 

f o r  c o m m i s s i o n  o v e r s i g h t  

( B )  F o r  d i s t r i b u t i o n  u t i l i t i e s :  

(1) e n e r g y  p u r c h a s e s  

( 2 )  e a r n i n g s  s t a b i l i t y  o f  t h e  u t i l i t y  

( 3 )  f l o w  o f  i n f o r m a t i o n  n e c e s s a r y  f o r  t h e  p u b l i c  and  

f o r  Commiss ion  o v e r s i g h t  

3.  H o w  wou ld  e l i m i n a t i o n / m o d i f  i c a t i o n  o f  t h e  f u e l  a d j u s t m e n t  

c l a u s e  a f f e c t  r e g u l a t o r y  costs  a n d  b e n e f i t s  f o r  t h e  C o m m i s s i o n ,  

u t i l i t i e s  a n d  i n t e r v e n o r s ?  
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4 .  Does t h e  c u r r e n t  f u e l  a d j u s t m e n t  c l a u s e  p r o v i d e  t h e  

Commiss ion  w i t h  a d e q u a t e  i n f o r m a t i o n  f o r  t h e  n e c e s s a r y  r e g u l a t o r y  

r e v i e w  o f  f u e l s  e x p e n s e s ?  What  c h a n g e s  would  i m p r o v e  t h e  q u a l i t y  

o r  a v a i l a b i l i t y  of i n f o r m a t i o n ?  

5 .  I f  t h e  f u e l  a d j u s t m e n t  c l a u s e  were e l i m i n a t e d ,  wha t  

c h a n g e s  i n  Commission r e g u l a t i o n s  and  p r a c t i c e s  would  b e  n e c e s s a r y  

t o  p r o v i d e  t h e  Commiss ion  w i t h  a d e q u a t e  i n f o r m a t i o n  f o r  t h e  r e v i e w  

o f  f u e l s  e x p e n s e s ?  

6 .  How h a s  t h e  v a r i a b i l i t y  o f  f u e l s  e x p e n s e s  c h a n g e d  d u r i n g  

t h e  l a s t  1 0  y e a r s ?  G e n e r a t i n g  u t i l i t i e s  s h o u l d  p r o v i d e  s u p p o r t i n g  

d a t a  b a s e d  o n  t h e i r  own p u r c h a s e s .  

7 .  What c h a n g e s  i n  t h e  v a r i a b i l i t y  a n d  l e v e l  o f  f u e l s  

e x p e n s e s  d o  y o u  p ro j ec t  f o r  t h e  n e x t  5 y e a r s ?  I n c l u d e  a s s u m p t i o n s  

a n d  f a c t o r s  c o n s i d e r e d .  

8 .  How would  e l i m i n a t i o n  o f  t h e  f u e l  a d j u s t m e n t  c l ause  

a f f e c t  e f f i c i e n t  p r i c i n g  o f  e l e c t r i c  s e r v i c e s ,  t h a t  i s ,  c h a r g i n g  

c o s t s  t o  c o s t - c a u s e r s ?  H o w  c o u l d  t h e  f u e l  a d j u s t m e n t  c l a u s e  b e  

c h a n g e d  t o  i m p r o v e  e f f i c i e n t  p r i c i n g  o f  e l e c t r i c  s e r v i c e s ?  

9 .  I f  t h e  c u r r e n t  f u e l  a d j u s t m e n t  c l ause  were e l i m i n a t e d ,  

c o u l d  a s t a n d b y  f u e l  a d j u s t m e n t  c lause be made a v a i l a b l e  f o r  u s e  

d u r i n g  p e r i o d s  o f  r a p i d  f u e l  p r ice  c h a n g e s ?  What  would  b e  t h e  

a d v a n t a g e s  a n d  d i s a d v a n t a g e s  o f  a s t a n d b y  f u e l  a d j u s t m e n t  c l a u s e ?  

What  c r i t e r i a  s h o u l d  b e  s p e c i f i e d  a s  t r i g g e r i n g  t h e  a p e r a t i o n  of a 

s t a n d b y  f u e l  a d j u s t m e n t  c l ause?  
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1 0 .  P o s s i b l e  r e p o r t i n g  and  procedura l  r e q u i r e m e n t s  f o r  a f u e l  

a d j u s t m e n t  c l a u s e  i n c l u d e :  

- R e q u i r i n g  u t i l i t i e s  t o  d o c u m e n t  f u e l s  r e q u i r e m e n t s  

p l a n n i n g ,  f u e l  s o u r c e  s e a r c h  a n d  s e l e c t i o n  p r a c t i c e s ,  

a n d  f u e l  c o n t r a c t  n e g o t i a t i o n s ,  

- R e q u i r i n g  u t i l i t i e s  t o  c e r t i f y  b o t h  t h e  q u a l i t y  and 

q u a n t i t y  o f  d e l i v e r e d  f u e l  a n d  t h e  e n f o r c e m e n t  o f  f u e l  

c o n t r a c t  terms a n d  c o n d i t i o n s ,  

-Campar ing  u t i l i t y  f u e l  cos t s  t o  a r ea  a v e r a g e s ,  

- M o n i t o r i n g  e c o n o m i c  d i s p a t c h i n g  p r a c t i c e s ,  

- M o n i t o r i n g  power p l a n t  m a i n t e n a n c e  , h e a t  r a t e  e f f i c i e n c y  

and  p l a n t  a v a i l a b i l i t y ,  

- A u d i t i n g  f u e l  cos t s  and  p r a c t i c e s ,  

- P e r f o r m i n g  managemen t  a u d i t s  o f  f u e l  p r o c u r e m e n t ,  f u e l  

h a n d l i n g ,  and  power p l a n t  p e r f o r m a n c e ,  and  

- H o l d i n g  p e r i o d i c ,  f o r m a l  e v i d e n t i a r y  h e a r i n g s  o n  t h e  

f u e l  a d j u s t m e n t  c l a u s e .  

What would  b e  t h e  a d v a n t a g e s  and  d i s a d v a n t a g e s  o f  e a c h  o f  

t h e s e  r e q u i r e m e n t s ?  I f  t h e  f u e l  a d j u s t m e n t  c lause  i s  e l i m i n a t e d  , 

s h o u l d  t h e  Commiss ion  impose a n y  o f  t h e s e  r e p o r t i n g  and  p r o c e d u r a l  

r e q u i r e m e n t s  o u t s i d e  of t h e  r a t e  case s e t t i n g ?  

11. I n c e n t i v e s  t h a t  c o u l d  b e  i n c l u d e d  i n  a f u e l  a d j u s t m e n t  

c l a u s e  ( i n  a d d i t i o n  t o  t h o s e  i n  q u e s t i o n  1) i n c l u d e :  

- P a r t i a l  p a s s - t h r o u g h  o f  d i f f e r e n c e s  b e t w e e n  a c t u a l  f u e l  

cos t s  a n d  f u e l  cos t s  i n c l u d e d  i n  base r a t e s ,  

- E x c l u s i o n  of a l l  l i n e  losses ,  
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- U s e  o f  a f i x e d  h e a t - r a t e ,  and  

- U s e  o f  power p l a n t  a v a i l a b i l i t y  i n c e n t i v e s .  

( A )  What would  b e  a d v a n t a g e s  a n d  d i s a d v a n t a g e s  o f  

i n c l u d i n g  e a c h  o f  t h e s e  i n  a m o d i f i e d  f u e l  a d j u s t m e n t  c l ause?  

( B )  What o t h e r  i n c e n t i v e s  c o u l d  b e  b u i l t  i n t o  a f u e l  

a d j u s t m e n t  c lause? What would b e  a d v a n t a g e s  and  d i s a d v a n t a g e s  o f  

i n c l u d i n g  t h e s e  i n c e n t i v e s ?  

1 2 .  One c r i t i c i sm o f  f u e l  a d j u s t m e n t  c l a u s e s  i s  t h a t  t h e y  may 

d i s t o r t  t h e  i n p u t  m i x ,  e n c o u r a g i n g  u t i l i t i e s  t o  s u b s t i t u t e  f u e l  

f o r  l a b o r  o r  c a p i t a l .  T h i s  h a s  i m p l i c a t i o n s  f o r  e f f i c i e n t  u s e  o f  

resources, a s  w e l l  a s  c o n s e r v a t i o n .  To w h a t  e x t e n t  h a s  t h e  

c u r r e n t  FAC b i a s e d  u t i l i t y  d e c i s i o n s  i n  f a v o r  o f  u s i n g  more f u e l ?  

How would  e l i m i n a t i o n  o r  m o d i f i c a t i o n  o f  t h e  f u e l  a d j u s t m e n t  

c lause  c h a n g e  t h i s ?  

I T  I S  THEREFORE ORDERED t h a t :  

(1) An i n v e s t i g a t i o n  o f  t h e  f u e l  a d j u s t m e n t  c l a u s e  b e  a n d  is 

h e r e b y  i n s t i t u t e d .  A l l  e l e c t r i c  u t i l i t i e s  s h a l l  be p a r t i e s  t o  

t h i s  p r o c e e d i n g  . O t h e r  i n t e r e s t e d  p a r t i e s  may i n t e r v e n e  a n d  

p a r t i c i p a t e ;  h o w e v e r ,  i n t e r v e n t i o n  is n o t  r e q u i r e d  t o  f i l e  

comments .  

( 2 )  The  Commission s h a l l  p u b l i s h  n o t i c e  o f  t h e  h e a r i n g  i n  

t h i s  p r o c e e d i n g  i n  t h e  f o l l o w i n g  n e w s p a p e r s :  T h e  C o u r i e r - J o u r n a l  

a n d  L o u i s v i l l e  T i m e s ,  L e x i n g t o n  H e r a l d - L e a d e r ,  T h e  I n d e p e n d e n t  __. 

( A s h l a n d ) ,  K e n t u c k y  Post, --.- P a d u c a h  Sun  a n d  M e s s e n g e r - I n q u i r e r  

( O w e n s b o r o )  . Each e l e c t r i c  u t i l i t y  s h a l l  p u b l i s h  a o n e - t i m e  
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n o t i c e  o f  t h e  h e a r i n g  i n  a n e w s p a p e r  of g e n e r a l  c i r c u l a t i o n  i n  i t s  

s e r v i c e  a r e a .  The  n o t i c e  s h a l l  be i n  s u b s t a n t i a l l y  t h e  same fo rm 

and  c o n t e n t  a s  s e t  o u t  i n  a t t a c h e d  A p p e n d i x  A .  

( 3 )  A l l  e l e c t r i c  u t i l i t i e s  s h a l l  comply w i t h  t h e  r e q u i r e m e n t s  

o f  t h i s  O r d e r .  An o r i g i n a l  a n d  1 0  c o p i e s  of w r i t t e n  r e s p o n s e s  

s h a l l  be f i l e d  w i t h i n  6 0  d a y s  of t h e  d a t e  o f  t h i s  O r d e r .  Each  

p a r t y  s h a l l  make c o p i e s  o f  i t s  comments  a v a i l a b l e  o n  r e q u e s t .  

( 4 )  H e a r i n g s  s h a l l  be h e l d  i n  t h e  C o m m i s s i o n ' s  o f f i c e s  i n  

F r a n k f o r t ,  K e n t u c k y ,  b e g i n n i n g  a t  9 :00  a . m . ,  E a s t e r n  S t a n d a r d  

T ime ,  December 1 0 ,  1 9 8 6 ,  f o r  t h e  p u r p o s e  of r e c e i v i n g  comment s  a n d  

c r o s s - e x a m i n a t i o n  f r o m  a l l  p a r t i e s  and  o t h e r  i n t e r e s t e d  p e r s o n s .  

P a r t i e s  w i t h  s i m i l a r  i n t e r e s t s  may c o n s i d e r  c o m b i n i n g  comment s  and  

r e p r e s e n t a t i o n .  

Done a t  F r a n k f o r t ,  K e n t u c k y ,  t h i s  3rd day of Septeniber, 1986. 

By t h e  Commiss ion  

ATTEST : 



APPENDIX A 

--- NOTICE --- 

The K e n t u c k y  P u b l i c  S e r v i c e  Commiss ion  is  r e v i e w i n g  t h e  f u e l  

a d j u s t m e n t  c l a u s e  now b e i n g  u s e d  b y  e l e c t r i c  g e n e r a t i n g  u t i l i t i e s  

i n  K e n t u c k y .  I n  t h i s  r e v i e w ,  t h e  C o m m i s s i o n  w i l l  d e t e r m i n e  i f  

c h a n g i n g  c i r c r l m s t a n c e s  m e r i t  m o d i f y i n g  o r  e l i m i n a t i n g  t h e  f u e l  

a d j u s t m e n t  c lause .  To r e c e i v e  comments f r o m  i n t e r e s t e d  p a r t i e s ,  

t h e  Commiss ion  w i l l  h o l d  a p u b l i c  h e a r i n g  o n  December 1 0 ,  1 9 8 6 ,  

b e g i n n i n g  a t  9 : 0 0  a.m.,  E a s t e r n  S t a n d a r d  T i m e ,  a t  t h e  C o m m i s s i o n ' s  

o f f  i c e ,  730 S c h e n k e l  L a n e ,  F r a n k f o r t ,  K e n t u c k y .  
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BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 

I n  t h e  Matter o f  

The Examination of t h e  Fue l  Adjus t -  
ment T a r i f f  P r o v i s i o n s  of Kentucky ) 
Power Company, E a s t  Kentucky Power ) 
Coopera t ive ,  I n c . ,  L o u i s v i l l e  Gas ) 
and E lec t r i c  Company, Kentucky ) 
U t i l i t i e s  Company, Big R ive r s  ) 

Heat and Power Company ) 
Electr ic  Corpora t ion  and Union L i g h t )  

C a s e  No. 6877  

OFFICE OF THE ATTORNEY GENERAL 
PROPOSED REGULATION 

* * * * * * *  

HEARINGS F3OUIRED FOR CERTAIN FUEL COST ADJUSTMENTS: NOTICE - 
AND CONDUCT OF HEARINGS; C R I T E R I A  FOR DECISION; CEP.TF.IN INFORMATION 
TO BE O B T A I N E D  AND U S E D  B Y =  PUBLIC S E R V I C E  COMPlISSION:  PUBLIC ~ ~ ~~ ~ ~~ 

INFORMATION; L I M I T A T I O N  AND EXPIRATION O F  SECTION. 

( a )  The commission s h a l l  n o t  e n f o r c e ,  o r i g i n a t e ,  c o n t i n u e ,  

e s t a b l i s h ,  change or otherwise a u t h o r i z e  o r  p e r m i t  an i n c r e a s e  i n  

any c h a r g e  o r  c h a r g e s  f o r  e lec t r ic  ene rgy  o v e r  and above t h e  e s t a b -  

l i s h e d  and p u b l i s h e d  t a r i f f ,  r a te ,  j o i n t  ra te ,  c h a r g e ,  t o l l  o r  

s c h e d u l e  th rough  any au tomat i c  d e v i c e  o r  p r a c t i c e  u n t i l  it h a s  h e l d  

a f u l l  p u b l i c  h e a r i n g  on t h e  p r o p r i e t y  o f  such  i n c r e a s e .  

Any such  h e a r i n g  s h a l l  be h e l d  w i t h i n  t h i r t y  days  o f  a r e q u e s t  

t h e r e f o r  by t h e  concerned  p u b l i c  u t i l i t y .  Wi th in  t e n  days  a f t e r  

r e c e i v i n g  such  r e q u e s t ,  t h e  same s h a l l  be f i l e d  and t h e  commission 

s h a l l  o r d e r  t h e  u t i l i t y  t o  g i v e  t h e  g e n e r a l  p u b l i c  n o t i c e  a t  l e a s t  

twenty  days  p r i o r  t o  t h e  d a t e  o f  t h e  h e a r i n g  by m a i l i n g  t o  each  

cus tomer  a t y p e w r i t t e n  or p r i n t e d  n o t i c e  o f  t h e  proposed  cha rges  

s e t t i n g  f o r t h  t h e  p l a c e ,  d a t e  and hour o f  t h e  h e a r i n g  o r  p u b l i s h  once  

a week f o r  t h r e e  ( 3 )  c o n s e c u t i v e  weeks i n  a newspaper or  newspapers 

of g e n e r a l  c i r c u l a t i o n  i n  the a r e a  s e r v e d  by t h e  Corpora t ion  a 

n o t i c e  s e t t i n g  f o r t h  t h e  p l a c e ,  d a t e  and hour o f  t h e  h e a r i n g  and t h e  

rates proposed  t o  be changed. The p u b l i c a t i o n  a r e a  for t h e  n o t i c e  

s h a l l  be t h e  coun ty  o r  c o u n t i e s  i n  which t h e  p u b l i c  u t i l i t y  r e q u e s t i n g  

t h e  i n c r e a s e  p r o v i d e s  e l e c t r i c  energy .  



The i n c r e a s e  s h a l l  be approved o n l y  t o  t h e  e x t e n t  t h a t  such  

i n c r e a s e  does n o t  v io l a t e  s u b s e c t i o n  (b)  o f  t h i s  s e c t i o n  and o n l y  

i f  t h e  commission makes a w r i t t e n  d e t e r m i n a t i o n  t h a t  t h e  i n c r e a s e  i s  

f a i r ,  j u s t  and r e a s o n a b l e  and r e f l e c t s  g o o d - f a i t h  management and 

sound b u s i n e s s  p o l i c y  d e c i s i o n s  by t h e  p u b l i c  u t i l i t y .  The 

commission s h a l l  s p e c i f y  i n  s u f f i c i e n t  d e t a i l  t h e  r easons  f o r  i t s  

d e c i s i o n .  

( b )  I n  de t e rmin ing  whether  a r e q u e s t  made pu r suan t  t o  

t h i s  s e c t i o n  for an i n c r e a s e  i s  f a i r ,  j u s t  and r e a s o n a b l e ,  t h e  

f o l l o w i n g  r u l e s  s h a l l  app ly :  

(1) For  t h e  purpose  o f  d e t e r m i n i n g  f u e l  c o s t s ,  t h e  

p r i c e  p a i d  f o r  t h e  f u e l  s h a l l  be  computed a t  t h e  a c t u a l  c o s t  o f  

f u e l  pu rchased  from n o n a f f i l i a t e d  p e r s o n s ,  f i r m s  and c o r p o r a t i o n s  

and t h e  a c t u a l  cost  o f  t h e  p roduc t ion  o f  f u e l  r e c e i v e d  from 

a f f i l i a t e d  p e r s o n s ,  f i r m s  and c o r p o r a t i o n s  and ,  i n  no e v e n t ,  s h a l l  

t h e  cost o f  f u e l  purchased  th rough  s h o r t - t e r m  c o n t r a c t  p u r c h a s e s  

o r  s p o t  m a r k e t  pu rchases  be p e r m i t t e d  t o  exceed  by f i f t e e n  p e r c e n t  

t h e  a v e r a g e  c o s t  o f  f u e l  purchased  from n o n a f f i l i a t e d  p e r s o n s  under 

long- te rm c o n t r a c t s  f o r  s i m i l a r  q u a l i t y  f u e l  f o r  t h e  twelve  months '  

p e r i o d  n e x t  p reced ing  t h e  f i l i n g  of t h e  r e q u e s t e d  i n c r e a s e .  

( 2 )  The cost  o f  f u e l  s h a l l  be  c o n s i d e r e d  as purchased  

f ree-on-board  a t  i t s  s i t e  o f  p r o d u c t i o n  and such  r e q u e s t e d  i n c r e a s e  

s h a l l  n o t  i n c l u d e  t h e  c o s t  o f  t r a n s p o r t a t i o n  o f  f u e l  beyond i t s  

s i t e  o f  p r o d u c t i o n .  

( 3 )  For  t h e  purpose  of d e t e r m i n i n g  t h e  p r o p r i e t y  o f  t h e  

r e q u e s t e d  i n c r e a s e ,  o n l y  a v a r i a b l e  e f f i c i e n c y  formula  s h a l l  be 

used. Such formula s h a l l ,  i n  a d d i t i o n  t o  o t h e r  f a c t o r s  p e r m i t t e d  

by t h e  commission, be  computed on t h e  b a s i s  o f  t h e  average  h e a t  

r a t e  and t h e  ave rage  l o s s e s  i n  t h e  d e l i v e r y  sys t em o f  such  u t i l i t y  

of a l l  f o s s i l  f u e l  s team g e n e r a t i n g  p l a n t s  o f  t h e  u t i l i t y  r e q u e s t i n g  

t h e  i n c r e a s e  computed f o r  t h e  s i x  months' p e r i o d  n e x t  p r e c e d i n g  t h e  

p e r i o d  f o r  which t h e  r e q u e s t e d  i n c r e a s e  i s  made. The same v a r i a b l e  

e f f i c i e n c y  formula sha l l  be  used  by and a p p l i e d  t o  a l l  steam 

g e n e r a t i n g  e l e c t r i c  u t i l i t i e s .  
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(c)  The commission s h a l l ,  on i t s  own i n i t i a t i v e  ho ld  a h e a r i n g  

i n  t h e  same manner as p rov ided  i n  s u b s e c t i o n  ( a )  o f  t h i s  s e c t i o n ,  

and may o r d e r  a d e c r e a s e  i n  any t a r i f f ,  r a t e ,  j o i n t  ra te ,  c h a r g e ,  

t o l l  or s c h e d u l e  when it b e l i e v e s  s u c h  a c t i o n  t o  be a p p r o p r i a t e  

based  upon t h e  i n f o r m a t i o n  o b t a i n e d  by t h e  commission. 

( d )  I n  o r d e r  t o  have t h e  i n f o r m a t i o n  n e c e s s a r y  t o  make a 

f a i r  d e t e r m i n a t i o n  i n  any h e a r i n g  which i s  h e l d  under t h e  

p r o v i s i o n s  o f  t h i s  s e c t i o n  or  i n  d e t e r m i n i n g  whether  t o  p e r m i t  an 

i n c r e a s e  or  a d e c r e a s e  i n  any t a r i f f ,  r a t e ,  j o i n t  ra te ,  c h a r g e ,  

t o l l  o r  s c h e d u l e ,  t h e  commission s h a l l  o b t a i n  and use  a l l  a v a i l a b l e  

p e r t i n e n t  i n f o r m a t i o n  on f u e l  and f u e l  c o s t s .  Such i n f o r m a t i o n  

s h a l l  i n c l u d e ,  b u t  n o t  be l i m i t e d  t o ,  t h e  i n f o r m a t i o n  r e q u i r e d  to  be 

r e p o r t e d  p u r s u a n t  t o  807 KAR 1:OlO 56, d a t a  c o n t a i n e d  i n  forms ,  

r e p o r t s  and o t h e r  documents r e q u i r e d  by t h e  F e d e r a l  Power Commission, 

S e c u r i t i e s  and Exchange Commission and o t h e r  f e d e r a l  a g e n c i e s ,  

p u b l i c a t i o n s  by o t h e r  a g e n c i e s  o f  t h i s  s t a t e  and p r i v a t e  p u b l i c a t i o n s  

r e l a t i n g  t o  t h e  c o a l  i n d u s t r y  and t h e  e lec t r ic  power i n d u s t r y .  The 

commission s h a l l  make a s p e c i a l  e f f o r t  t o  o b t a i n  a l l  a v a i l a b l e  i n f o r -  

ma t ion  on c o a l  costs,  c o a l  c o n t r a c t  t e rms  and c o n d i t i o n s ,  c o a l  

q u a l i t y ,  c o a l  a v a i l a b i l i t y  and c o a l  pu rchases  and p roduc t ion .  

(e1 I t  s h a l l  be  t h e  d u t y  of t h e  commission t o  conduct  a n n u a l  

a u d i t s  o f  a l l  books ,  r e c o r d s  and accoun t s  o f  a l l  u t i l i t i e s  whose 

t a r i f f s ,  r a tes ,  j o i n t  ra tes ,  c h a r g e s ,  t o l l s  o r  s c h e d u l e s  have  been  

i n c r e a s e d  or  d e c r e a s e d  p u r s u a n t  t o  t h i s  s e c t i o n  o r  p u r s u a n t  t o  any 

a u t o m a t i c  ad jus tmen t  c l a u s e  or  f u e l  ad jus tmen t  c l a u s e  p r i o r  t o  t h e  

e f f e c t i v e  d a t e  o f  t h i s  s e c t i o n .  

( f )  N o  p u b l i c  u t i l i t y  sha l l  have  pending b e f o r e  t h e  commission 

more t h a n  one a p p l i c a t i o n  f o r  i n c r e a s e  p u r s u a n t  t o  t h i s  s e c t i o n  a t  

any  one  t i m e .  

(9 )  A s  used  i n  t h i s  s e c t i o n  t h e  t e r m :  

(1) "Long-term c o n t r a c t "  s h a l l  mean any c o n t r a c t  or  

agreement  o f  more t h a n  twenty- four  months d u r a t i o n  by which a g r e e d  

q u a n t i t i e s  of f u e l  is  purchased  a t  an  ag reed  p r i c e  i n v o l v i n g  more 

t h a n  one  d e l i v e r y  o f  such  f u e l .  
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( 2 )  "Shor t - t e rm c o n t r a c t "  s h a l l  mean any c o n t r a c t  o r  

agreement  less t h a n  twenty- four  months d u r a t i o n  by which ag reed  

q u a n t i t i e s  o f  f u e l  i s  purchased  a t  an  a g r e e d  p r i c e  i n v o l v i n g  more 

t h a n  one  d e l i v e r y  o f  such  f u e l .  

( 3 )  "Spot  marke t  pu rchases"  s h a l l  mean a l l  p u r c h a s e s  

of f u e l  n o t  made p u r s u a n t  t o  e i t h e r  a long-term c o n t r a c t  o r  a 

s h o r t - t e r m  c o n t r a c t  nor  s h a l l  t h e  te rm i n c l u d e  pu rchases  o f  f u e l  

from an  a f f i l i a t e .  

R e s p e c t f u l l y  s u b m i t t e d ,  

ROBERT F .  STEPHENS 
ATTORNEY GENERAL 

By: GLENDA R. BEARD 
ASSISTANT ATTORNEY GENERAL 
Rate  I n t e r v e n t i o n  S e c t i o n  
Consumer P r o t e c t i o n  D i v i s i o n  
F r a n k f o r t ,  Kentucky 4 0 6 0 1  
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COMMONWEALTH OF KENTUCKY 

730 SCHENKEL LANE 
POST OFFICE BOX 615 
FRANKFORT, KY. 40602 

(502) 564-3940 

PUBLIC SERVICE COMMISSION 

S e p t e m b e r  2 1 ,  1 9 8 8  

TO: ATTACHED S E R V I C E  LIST 

R e :  Adm. Case N o .  309 
F u e l  A d j u s t m e n t  C l a u s e  

Dear L a d i e s  a n d  G e n t l e m e n :  

W e  e n c l o s e  one a t t e s t e l  

t h e  a b o v e  case.  

c o p y  of t h e  Commission’s O r c l s r  i n  

V e r y  t r u l y  yours, 

F o r e s t  M .  S k a g g s  
E x e c u t i v e  Di rec tor  

FMS/cbg 

E n c l o s u r e  



COMMONWEALTH OF K E N T U C K Y  
PUBLIC S E R V I C E  COMMISSION 

A D M I N I S T R A T I V E  CASE NO. 309  

- SUMMARY OF FINDINGS 

On S e p t e m b e r  3 ,  1 9 8 6 ,  t h e  Commiss ion  i s s u e d  a n  O r d e r  t o  
i n v e s t i g a t e  w h e t h e r  t h e  F u e l  A d j u s t m e n t  C l a u s e  ( " F A C " )  s h o u l d  be 
m o d i f i e d  o r  e l i m i n a t e d .  A p u b l i c  h e a r i n g  was h e l d  on  J a n u a r y  1 3 ,  
1 9 8 7 .  

-- P o l i c y  F i n d i n g s  

The  s t a n d a r d i z e d  FAC e s t a b l i s h e d  i n  1 9 7 8  h a s  g e n e r a l l y  m e t  
t h e  major o b j e c t i v e s  o f  t h e  C o m m i s s i o n ' s  r e v i e w  a t  t h a t  t i m e .  
Those o b j e c t i v e s  were (1) t o  b r i n g  f u e l  c h a r g e s  u n d e r  a p p r o p r i a t e  
Commiss ion  r e g u l a t o r y  processes;  ( 2 )  t o  s t a n d a r d i z e  t h e  FAC f o r  
a l l  j u r i s d i c t i o n a l  e l e c t r i c  u t i l i t i e s ;  ( 3 )  t o  i n s e r t  f u e l  c h a r g e s  
i n t o  b a s e  r a t e s  o n  a s y s t e m a t i c  b a s i s ;  ( 4 )  t o  i n t r o d u c e  i n c e n t i v e s  
f o r  managemen t  t o  h o l d  down f u e l  cos t s ;  a n d  ( 5 )  t o  r e p r e s e n t  a 
r e s p o n s i b l e ,  w o r k a b l e  r e g u l a t o r y  p r o c e d u r e  f o r  h a n d l i n g  f u e l  
c l a u s e  matters i n  K e n t u c k y .  

I n  c o n s i d e r i n g  m o d i f i c a t i o n  o r  e l i m i n a t i o n  o f  t h e  FAC,  t h e  
Commiss ion  h a s  b a s e d  i t s  a n a l y s i s  o n  t h e  f o l l o w i n g  o b j e c t i v e s  and 
s t a n d a r d s .  A r e g u l a t o r y  f r a m e w o r k  f o r  r e c o v e r y  of f u e l  e x p e n s e s  
s h o u l d  (1)  p r o v i d e  i n c e n t i v e s  f o r  e f f i c i e n t  management  o f  f u e l  
costs;  ( 2 )  p r o v i d e  i n f o r m a t i o n  t h a t  p e r m i t s  t h e  Commiss ion  t o  
a d e q u a t e l y  m o n i t o r  f u e l  cos t s  t o  p r o t e c t  r a t e p a y e r s ;  ( 3 )  be 
c o n s i s t e n t  f o r  a l l  j u r i s d i c t i o n a l  u t i l i t i e s ;  ( 4 )  b e  f a i r  i n  
b i l l i n g  cos t s  t o  t h e  c o s t - c a u s e r ;  ( 5 )  b e  a d m i n i s t r a t i v e l y  w o r k a b l e  
and  e f f i c i e n t ;  a n d  ( 6 )  p r o v i d e  f o r  f a i r  r e g u l a t i o n  o f  b o t h  
d i s t r i b u t i o n  a n d  g e n e r a t i o n  u t i l i t i e s .  The  d e c i s i o n  t o  i n c l u d e  a 
FAC d e p e n d s  i n  p a r t  o n  t h e  e x t e n t  of c o n t r o l  o r  i n f l u e n c e  
u t i l i t i e s  h a v e  o v e r  f u e l  c o s t s ,  t h e  percentage o f  f u e l  cos t s  t o  
to ta l  u t i l i t y  o p e r a t i n g  costs  a n d  t h e  v a r i a b i l i t y  of f u e l .  p r i c e s .  

F u e l  cos t s  a r e  a u t i l i t y ' s  l a r g e s t  s i n g l e  cos t ,  c o m p r i s i n g  40 
to 5 0  p e r c e n t  o f  t o t a l  cos t s .  F u e l  c o s t s  are  p o t e n t i a l l y  h i g h l y  
v a r i a b l e .  D i s t r i b u t i o n  u t i l i t i e s  w i t h  f u l l  r e q u i r e m e n t s  c o n t r a c t s  
f o r  p u r c h a s e d  power h a v e  m i n i m a l  c o n t r o l  o v e r  f u e l  cos t s  i n  t h e  
s h o r t  r u n .  G e n e r a t i n g  u t i l i t i e s  h a v e  l e s s  t h a n  complete c o n t r o l  
over  f u e l  cos t s .  

The  s y s t e m a t i c  i n f o r m a t i o n  f i l i n g s  a n d  s e m i - a n n u a l  h e a r i n g s  
f o r  r e g u l a t o r y  o v e r s i g h t  i n  t h e  c u r r e n t  FAC s h o u l d  be c o n t i n u e d .  

T h e  F A C ,  a s  c u r r e n t r l y  a p p l i e d  t o  d i s t r i b u t i o n  u t i l i t i e s ,  
s h o u l d  n o t  b e  c h a n g e d .  



Some e x p e d i t e d  p r o c e d u r e  f o r  r e c o v e r i n g  g e n e r a t i n g  u t i l i t i e s  
f u e l  cos t s  i s  a p p r o p r i a t e .  A d d i t i o n a l  f i n a n c i a l  i n c e n t i v e s  f Q r  
e f f i c i e n t  management  o f  f u e l  c o s t s  s h o u l d  b e  i n c l u d e d  i n  t h e  
p r o c e d u r e .  

Two m e t h o d s  f o r  i n c l u d i n g  b r o a d - b a s e d  f i n a n c i a l  i n c e n t i v e s  
w e r e  p r o p o s e d .  ESRG's p r i m a r y  r e c o m m e n d a t i o n  was t o  a b o l i s h  t h e  
FAC a n d  d e a l  w i t h  f u e l  cos t s  i n  g e n e r a l  r a t e  cases .  Under  t h i s  
p roposa l ,  a v o l a t i l i t y  t h r e s h o l d  would  p r o v i d e  a s a f e t y  v a l u e  
a g a i n s t  t h e  e f f e c t s  o f  r a p i d  c h a n g e s  i n  f u e l  c o s t s .  A s p e c i a l  
r a t e  h e a r i n g  f o c u s e d  oil f u e l  cos t s  c o u l d  b e  i n i t i a t e d  a n y t i m e  c o s t  
c h a n g e s  e x c e e d e d  t h e  t h r e s h o l d  l i m i t s .  E S R G ' s  a l t e r n a t e  p r o p o s a l  
w a s  t o  h a v e  a p a r t i a l  p a s s t h r o u g h  o f  f u e l  cos t  d e v i a t i o n s  f r o m  a 
b a s e  l e v e l .  

A p a r t i a l  p a s s t h r o u g h  m e t h o d  is  p r e f e r a b l e  t o  t h e  t h r e s h o l d  
m e t h o d  b e c a u s e  i t  p r e s e n t s  l ess  f i n a n c i a l  a n d  a d m i n i s t r a t i v e  
u n c e r t a i n t i e s .  The  p e r c e n t .  o f  p a s s t h r o u g h  s h o u l d  b e  s e t  a t  9 0  
p e r c e n t  o f  d e v i a t i o n s  f r o m  b a s e  f u e l  c o s t .  F u r t h e r  p r o t e c t i o n  
a g a i n s t  l a r g e  g a i n s  o r  losses  f r o m  e x t r e m e  f l u c t u a t i o n s  i n  f u e l  
c o s t s  s h o u l d  b e  p r o v i d e d  b y  a cap  o f  3 p e r c e n t  o f  t o t a l  f u e l  cos t s  
o n  f u e l  c o s t  d e v i a t i o n s  a b s o r b e d  o r  r e t a i n e d  by  u t i l i t i e s  i n  e a c h  
6-month r e v i e w  pe r iod .  

I n c l u d i n g  d e t a i l e d  power p l a n t  p e r f o r m a n c e  s t a n d a r d s  i n  t h e  
FAC would  n o t  b e  a s  e f f i c i e n t  a way o f  p r o v i d i n g  a d d i t i o n a l  
f i n a n c i a l  i n c e n t i v e s  a s  t h e  more b r o a d l y  b a s e d  p a r t i a l  p a s s t h r o u g h  
m e t h o d .  

A p r o v i s i o n  f o r  b i l l i n g  o v e r / u n d e r - r e c o v e r i e s  o f  FAC c h a r g e s  
s h o u l d  b e  e x t e n d e d  t o  g e n e r a t i n g  u t i l i t i e s .  

P r o v i s i o n s  i n  t h e  c u r r e n t  FAC f o r  f o r c e d  o u t a g e s  a n d  r e c o v e r y  
l a g s  s h o u l d  r e m a i n  u n c h a n g e d .  
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COMMONWEALTH OF K E N T U C K Y  

BEFORE THE P U B L I C  S E R V I C E  COMMISSION 

I n  t h e  Matter o f :  

AN INVESTIGATION O F  THE 
FUEL ADJUSTMENT CLAUSE 
REGULATION 807  KAR 5:056 

O R D E R  

A D M I N I S T R A T I V E  
CASE N O .  309  

1 

1 

On September  3 ,  1 9 8 6 ,  t h e  P u b l i c  S e r v i c e  C o m m i s s i o n  

i n s t i t u t e d  a n  i n v e s t i g a t i o n  of t h e  F u e l  A d j u s t m e n t  C l a u s e  ( " F A C " )  

r e g u l a t i o n  ( 8 0 7  KAR 5 : 0 5 6 ) .  T h e  p u r p o s e  o f  t h e  i n v e s t i g a t i o n  was 

t o  d e t e r m i n e  w h e t h e r ,  d u e  t o  c h a n g e d  c i r c u m s t a n c e s ,  t h e  FAC s h o u l d  

be m o d i f i e d  o r  e l i m i n a t e d ,  a n d ,  i f  c h a n g e s  a r e  n e e d e d ,  t o  d e v e l o p  

a proposed r e g u l a t i o n .  I n  i t s  O r d e r ,  t h e  C o m m i s s i o n  i d e n t i f i e d  

t he  f o l l o w i n g  i s s u e s :  (1.) w h e t h e r  t h e  C o m m i s s i o n ' s  o b j e c t i v e s  i n  

e s t a b l i s h i n g  t h e  s t a n d a r d  FAC i n  1 9 7 8  h a v e  b e e n  m e t ;  ( 2 )  w h e t h e r  

o t h e r  o b j e c t i v e s  a n d  s t a n d a r d s  s h o u l d  b e  adop ted ;  ( 3 )  t o  r e v i e w  

t h e  FAC u n d e r  c u r r e n t  c o n d i t i o n s ;  a n d  ( 4 )  t o  d e t e r m i n e  s p e c i f i c  

a l t e r n a t i v e s  a n d  a reas  of c o n c e r n .  Comments were r e q u e s t e d  f r o m  

e l e c t r i c  u t i l i t i e s  ( " u t i l i t i e s "  a n d  i n t e r e s t e d  p a r t i e s .  A p u b l i c  

h e a r i n g  was h e l d  o n  J a n u a r y  1 3 ,  1 9 8 7 .  M o t i o n s  t o  i n t e r v e n e  i n  

t h i s  p r o c e e d i n g  were r e c e i v e d  f r o m  t h e  A t t o r n e y  G e n e r a l  of t h e  

Commonweal th  of  K e n t u c k y  ( "AG")  a n d  N a t i o n a l  S o u t h w i r e  Aluminum 

Company, Both M o t i o n s  were g r a n t e d .  Each  u t i l i t y  t h a t  f i l e d  

comments  is deemed t o  be a p a r t y  t o  t h i s  p r o c e e d i n g .  

Comments were r e c e i v e d  f r o m  Berea C o l l e g e  E l e c t r i c ,  K e n t u c k y  

Power Company ( " K e n t u c k y  P o w e r " ) ,  K e n t u c k y  U t i l i t i e s  Company 



("Kentucky Utilities"), Louisville Gas and Electric ( "LG&E"), 

Union Light, Heat and Power ("ULH&P") , Big Rivers Electric 

Corporation ("BREC"), Big Sandy Rural Electric Cooperative 

Corporation, Blue Grass Rural Electric Cooperative Corporation, 

Clark Rural Electric Cooperative Corporation, Cumberland Valley 

Rural Electric Cooperative Corporation , East Kentucky Power 

Cooperative ("East Kentucky Power") , Farmers Rural Electric 

Cooperative Corporation, Fleming-Mason Rural Electric Cooperative 

Corporation, Fox Creek Rural Electric Cooperative Corporation, 

Grayson Rural Electric Cooperative Corporation, Green River 

Electric Corporation, Harrison County Rural Electric Cooperative 

Corpora t ion, Henderson-Union Rural Electric Cooperative 

Corporation, Inter-County Rural Electric Cooperative Corporation, 

Jackson County Rural Electric Cooperative Corporation, Jackson 

Purchase Electric Cooperative Corporation, Licking Valley Rural 

Electric Cooperative Corporation, Nolin Rural Electric Cooperative 

Corporation, Owen County Rural Electric Cooperative Corporation, 

Salt River Rural Electric Cooperative Corporation, Shelby Rural 

Electric Cooperative Corporation, South Kentucky Rural Electric 

Cooperative Corporation, Taylor County Rural Electric Cooperative 

Corporation, and the AG. 

1978 OBJECTIVES FOR THE STANDARD FAC 

The standardized FAC established in 1978 was intended t o  meet 

the major objectives of the Commission's review in Case No. 6877, 

The Examination of the Fuel Adjustment Tariff Provisions of 

Kentucky Power Company, East Kentucky Power Cooperative, 

Louisville Gas and Electric Company, Kentucky Utilities Company, 
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B i g  R i v e r s  E l e c t r i c  C o r p o r a t i o n ,  U n i o n  L i g h t ,  Heat a n d  Power  

Company. T h o s e  o b j e c t i v e s  were: ( 1 )  t o  b r i n g  f u e l  c h a r g e s  u n d e r  

a p p r o p r i a t e  Commiss ion  r e g u l a t o r y  p r o c e s s e s :  ( 2 )  t o  s t a n d a r d i z e  

t h e  FAC f o r  a l l  j u r i s d i c t i o n a l  e l e c t r i c  u t i l i t i e s ;  ( 3 )  to inser t .  

f u e l  c h a r g e s  i n t o  b a s e  r a t e s  o n  a s y s t e m a t i c  b a s i s ;  ( 4 )  t o  

i n t r o d u c e  i n c e n t i v e s  f o r  management  t o  h o l d  d o w n  f u e l  cos t s ;  a n d  

( 5 )  t o  r e p r e s e n t  a r e s p o n s i b l e ,  w o r k a b l e  r e g u l a t o r y  p r o c e d u r e  f a r  

h a n d l i n g  f u e l  c l a u s e  mat te rs  i n  K e n t u c k y .  

The  AG r a i s e d  c o n c e r n s  r e g a r d i n g  w h e t h e r  t h e s e  o b j e c t i v e s  

h a v e  b e e n  m e t .  The  AG's w i t n e s s ,  M r .  N e i l  T a l b o t  o f  E n e r g y  

S y s t e m s  R e s e a r c h  Group  ("ESRG") , s u g g e s t e d  t h a t  o v e r  t h e  l a s t  

s e v e r a l  y e a r s  t h e  FAC p r o c e d u r e  i n  K e n t u c k y  h a d  n o t  b e e n  

c h a r a c t e r i z e d  by  s i g n i f i c a n t  s c r u t i n y  of f u e l  costs. '  T h i s  

c o n c l u s i o n  was b a s e d  o n  t h e  s h o r t n e s s  o f  t h e  FAC h e a r i n g s ,  t h e  

a b s e n c e  t h e r e i n  o f  a c t i v e  i n t e r v e n o r s , 2  and t h e  o b s e r v a t i o n  t h a t  a 

much h i g h e r  p e r c e n t a g e  o f  r e q u e s t e d  f u e l  cos t  was a l lowed  i n  FAC 

cases t h a n  t h e  p e r c e n t a g e  o f  r e q u e s t e d  ra te  i n c r e a s e s  a l l o w e d  i n  

g e n e r a l  r a t e  cases .  The  AG h a s  i n t e r v e n e d  i n  a l l  FAC cases  a n d  

s p o n s o r e d  t e s t i m o n y  i n  some of t h e s e  cases .  S u b s t a n t i a l  f u e l  cos t  

d a t a  is f i l e d  m o n t h l y  w i t h  t h e  Commiss ion  a n d  i s  r e v i e w e d  i n  

d e t a i l .  T h i s  r o u t i n e  r e v i e w  a n d  t h e  f r e q u e n c y  o f  t h e  FAC h e a r i n g s  

l e s s e n s  t h e  n e e d  f o r  l e n g t h l y  h e a r i n g s .  N r .  T a l b o t  h a d  no 

s p e c i f i c  s u g g e s t i o n s  f o r  a d d i t i o n a l  i n f o r m a t i o n  t o  b e  f i l e d  or  

AG'S Comments ,  p a g e  45. 

AG's Comments ,  p a g e  46. 

T r a n s c r i p t  of E v i d e n c e  ( " T . E . " ) ,  p a g e s  1 6 8 ,  181 .  
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p r o c e d u r e s  f o r  r e v i e w  r e g a r d i n g  s c r u t i n y  o f  f u e l  c o s t s  a n d  s a i d  he 

was n o t  f u l l y  aware o f  t h e  e x t e n t  of i n f o r m a t i o n  c u r r e n t l y  f i l e d  

u n d e r  t h e  e x i s t i n g  FAC. I n  i ts p o s t - h e a r i n g  c o m m e n t s ,  t h e  AG 

e x p r e s s e d  h i s  c o n c e r n  € o r  Commiss ion  r e s o u r c e s ,  s a y i n g  t h e  l e v e l  

4 o f  r e s o u r c e s  d e v o t e d  t o  f u e l  i s s u e s  c o u l d  u s e f u l l y  b e  i n c r e a s e d .  

The  g e n e r a t i n g  u t i l i t i e s '  ( K e n t u c k y  Power ,  K e n t u c k y  U t i l i t i e s ,  

L G & E ,  B R E C ,  a n d  E a s t  K e n t u c k y  P o w e r )  comments  were s u p p o r t i v e  of 

t h e  e x t e n t  o f  c u r r e n t  o v e r s i g h t  b u t  s u g g e s t e d  more a u d i t s  by 

Commiss ion  S t a f f .  T h e  Commiss ion  S t a f f  b e g a n  a p r o g r a m  o f  

s y s t e m a t i c  FAC a u d i t s  i n  1 9 8 6 .  

A n o t h e r  c o n c e r n  r a i s e d  by  t h e  AG was t h e  l a c k  o f  i n c e n t i v e s  

f o r  u t i l i t y  management  t o  h o l d  down f u e l  cos t s .  Mr. T a l b o t  s a i d  

t h a t  c u r r e n t  i n c e n t i v e s  a p p e a r e d  g e n e r a l l y  r e a s o n a b l e  a s  f a r  as  

t h e y  w e n t ,  b u t  s t r o n g e r  i n c e n t i v e s  were n e e d e d .  The  1978 

r e g u l a t i o n  i n t r o d u c e d  i n c e n t i v e s  t h r o u g h  o v e r s i g h t ,  r e c o v e r y  l a g s ,  

a n d  l i m i t a t i o n s  o n  r e c o v e r y  of f o r c e d  o u t a g e  cos t s ,  e n e r g y  

p u r c h a s e s  e x p e n s e  a n d  f u e l  r e l a t ed  e x p e n s e s .  The  Commiss ion  is 

o f  t h e  o p i n i o n  t h a t  a l t h o u g h  s t r o n g e r  i n c e n t i v e s  m i g h t  be 

a p p r o p r i a t e  t o d a y ,  t h e  1 9 7 8  o b j e c t i v e s  were g e n e r a l l y  m e t .  The  

n e e d  € o r  s t r o n g e r  i n c e n t i v e s  w i l l  b e  a d d r e s s e d  i n  a n o t h e r  p a r t  of 

t h i s  O r d e r .  

NEW OBJECTIVES AND STANDARDS 

T h e  S e p t e m b e r  3 ,  1986  O r d e r  d i s c u s s e d  a n e w  l i s t  o f  

o b j e c t i v e s  f o r  t h e  FAC a n d  s t a n d a r d s  f o r  e v a l u a t i n g  t h e  c o n t i n u e d  

A G ' s  A d d i t i o n a l  Comments ,  p a g e  3 .  

' A G ' S  Comments ,  page 4 5 .  
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n e e d  f o r  a FAC. The  new o b j e c t i v e s  f o r  a r e g u l a t o r y  f r a m e w o r k  fo r  

r e c o v e r y  o f  f u e l  e x p e n s e s  were to :  (1 )  p r o v i d e  i n c e n t i v e s  f o r  

e f f i c i e n t  managemen t  o f  f u e l  cos t s ;  ( 2 )  p r o v i d e  i n f o r m a t i o n  t h a t  

p e r m i t s  t h e  Commiss ion  t o  a d e q u a t e l y  m o n i t o r  f u e l  cos t s  t o  p r o t e c t  

r a t e p a y e r s ;  ( 3 )  b e  c o n s i s t e n t  f o r  a l l  j u r i s d i c t i o n a l  u t i l i t i e s ;  

( 4 )  be f a i r  i n  b i l l i n g  cos t s  t o  t h e  cos t -causer ;  ( 5 )  be  

a d m i n i s t r a t i v e l y  w o r k a b l e  a n d  e f f i c i e n t ;  a n d  ( 6 )  p r o v i d e  f o r  f a i r  

r e g u l a t i o n  of b o t h  d i s t r i b u t i o n  a n d  g e n e r a t i o n  u t i l i t i e s .  The 

p r i m a r y  p u r p o s e  of i n c l u d i n g  a FAC i n  t h e  r e g u l a t o r y  f r a m e w o r k  is 

t o  p r o v i d e  a means  o f  q u i c k l y  a d j u s t i n g  u t i l i t i e s '  r a t e s  i n  times 

o f  r a p i d  c h a n g e s  i n  t h e  p r i c e  of f u e l .  T h e r e f o r e ,  t h e  d e c i s i o n  t o  

i n c l u d e  a FAC d e p e n d s  i n  p a r t  o n  t h e  e x t e n t  o f  c o n t r o l  or 

i n f l u e n c e  u t i l i t i e s  h a v e  o v e r  f u e l  c o s t s ,  t h e  p e r c e n t a g e  o f  f u e l  

cos t s  t o  t o t a l  u t i l i t y  o p e r a t i n g  cos t s  a n d  t h e  v a r i a b i l i t y  o f  f u e l  

p r i ces .  

A c o n c e r n  e x p r e s s e d  by t h e  u t i l i t i e s  a b o u t  t h i s  s e t  o f  

o b j e c t i v e s  w a s  t h e  n e e d  f o r  i n c e n t i v e s  i n  t h e  FAC t o  e n c o u r a g e  

e f f i c i e n t  management  o f  f u e l  e x p e n s e s .  LG&E, w h i c h  e m p h a s i z e d  

t h i s  c o n c e r n  more t h a n  o t h e r  p a r t i e s ,  s t a t e d  t h a t  t h e  FAC was 

i m p o r t a n t  f o r  p r o v i d i n g  a r a t i o n a l  m e t h o d  o f  p a s s i n g  c h a n g e s  i n  

f u e l  e x p e n s e s  o n  t o  i t s  c u s t o m e r s  a n d  t h a t  i t  was aware t h a t  

k e e p i n g  f u e l  e x p e n s e s  a s  l o w  a s  p r a c t i c a b l e  was a b a s i c  p r e -  

r equ i s i t e  f o r  t h e  p r i v i l e g e  of h a v i n g  a FAC. O t h e r  i n c e n t i v e s  f o r  

L G & E  t o  keep  i t s  f u e l  c o s t s  l o w  were p r i d e  i n  i t s  l o w  e l e c t r i c  

r a t e s ,  c o m p e t i t i o n  among u t i l i t i e s  t o  a t t r a c t  e c o n o m i c  d e v e l o p m e n t  

t o  t h e i r  s e r v i c e  a r e a s ,  m a i n t a i n i n g  a n d  i m p r o v i n g  c u s t o m e r  



s a t i s f a c t i o n ,  r e g u l a t o r y  s c r u t i n y ,  a n d  e m p l o y e e s '  i n d i v i d u a l  

p e r f o r m a n c e  i n c e n t i v e s .  LG&E c o n c l u d e d  t h a t  a we l l -managed  

u t i l i t y  s h o u l d  g i v e  a s  much a t t e n t i o n  to f u e l  p r o c u r e m e n t  w i t h  or 

w i t h o u t  a f u e l  c l a u s e .  L G & E  v i e w s  t h e  FAC a s  a means of 
6 e f f i c i e n t l y  d e a l i n g  w i t h  v a r i a t i o n s  i n  a v e r y  l a r g e  expense  i t e m .  

Mr. T a l b o t  a rgued  t h a t  t h e  major s u b s t a n t i v e  c o n c e r n  

a s s o c i a t e d  w i t h  t h e  u s e  of F A C s  is t h e  a b s e n c e  of a n y  s t r o n g  

i n c e n t i v e  t o  m i n i m i z e  f u e l  costs . '  S i n c e  l.978, t h e  Commiss ion  h a s  

h e l d  t h a t  o n e  o f  t h e  o b j e c t i v e s  of a FAC is  t o  p r o v i d e  i n c e n t i v e s  

f o r  u t i l i t i e s  t o  h o l d  down f u e l  cos t s .  I n  c o n s i d e r i n g  

m o d i f i c a t i o n  o r  e l i m i n a t i o n  o f  t h e  FAC, t h e  Commiss ion  h a s  d e c i d e d  

t o  base i t s  c o n s i d e r a t i o n  o n  t h e  s t a t e d  o b j e c t i v e s  a n d  s t a n d a r d s  

i n  i t s  S e p t e m b e r  3 ,  1 9 8 6  O r d e r .  

THE A P P R O P R I A T E N E S S  OF A FAC UNDER CURRENT C , O N D I T I O N S  

I n  d e c i d i n g  w h e t h e r  a FAC s h o u l d  b e  i n c l u d e d  i n  K e n t u c k y ' s  

r e g u l a t o r y  f r amework  t o d a y ,  t h e  o b j e c t i v e s  i n  t h e  p r e c e d i n g  

s e c t i o n  a n d  t h e  c r i t e r i a  i n  t h i s  s e c t i o n  h a v e  been cons ide red  

u n d e r  c u r r e n t  c o n d i t i o n s .  

The  f i r s t  c r i t e r i a  i s  t h e  e x t e n t  o f  c o n t r o l  o r  i n f l u e n c e  

u t i l i t i e s  h a v e  o v e r  f u e l .  c o s t s .  A l l  j u r i s d i c t i o n a l  d i s t r i b u t i o n  

e l e c t r i c  u t i l i t i e s  p u r c h a s e  1 0 0  p e r c e n t .  o f  t h e i r  r e q u i r e m e n t s  from 

g e n e r a t o r s  a t  r a t e s  s e t  b y  t h i s  Commiss ion  o r  t h e  F e d e r a l  Ene rgy  

LG&E C o m m e n t s ,  p a g e s  2 - 3 .  

' A G ' S  Comments ,  p a g e  4 4 .  
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R e g u l a t o r y  Commiss ion .  Beyond i n t e r v e n t i o n  i n  s u p p l i e r  r a t e  cases 

a n d  m a n a g i n g  l i n e  loss, d i s t r i b u t o r s  h a v e  l i t t l e  c o n t r o l  o v e r  f u e l  

cos t s .  G e n e r a t o r s  h a v e  s i g n i f i c a n t  i n f l u e n c e  o v e r  f u e l  costs  

t h r o u g h  f u e l  p u r c h a s i n g  p r a c t i c e s ,  f u e l s  h a n d l i n g ,  a n d  power p l a n t  

o p e r a t i o n s .  However ,  t h e  l e v e l  o f  c o a l - m a r k e t  p r i c e s  is  c l e a r l y  

beyond  u t i l i t y  c o n t r o l .  

T h e  s e c o n d  c r i t e r i a  is t h e  r a t i o  o f  f u e l  costs t o  t o t a l  

cos t s .  E n e r g y  S y s t e m  R e s o u r c e  G r o u p ,  I n c .  s ( " E S R G "  ) , r e p o r t  

showed r a t i o s  o f  o p e r a t i n g  costs  i n  K e n t u c k y  r a n g i n g  f rom 

a p p r o x i m a t e l y  70  p e r c e n t  f u e l  a n d  30  p e r c e n t  n o n - f u e l  f o r  Ken tucky  

Power  t o  a p p r o x i m a t e l y  4 5  p e r c e n t  f u e l  a n d  55 p e r c e n t  n o n - f u e l  f o r  

F u e l  c o s t  is  t h e  s i n g l e ,  l a r g e s t  e x p e n s e  f o r  Ken tucky  L G & E .  

e l e c t r i c  u t i l i t i e s  . 
8 

The t h i r d  c r i t e r i a  is  t h e  v a r i a b i l i t y  o f  f u e l  e x p e n s e s .  

Comments were r e q u e s t e d  r e g a r d i n g  c h a n g e s  i n  t h e  v a r i a b i l i t y  of  

f u e l  e x p e n s e s  o v e r  t h e  p a s t  1 0  y e a r s .  T h e  AG r e c o g n i z e s  t h a t  coa l  

cos t s  a r e  a d o m i n a n t  c o m p o n e n t  o f  f u e l  e x p e n s e s  a n d  r e p o r t s  t h a t  

f r o m  1 9 7 9  t h r o u g h  1 9 8 5  t h e r e  h a v e  b e e n  no  s i g n i f i c a n t  f l u c t u a t i o n s  

( i . e * ,  movement  u p  o r  down)  i n  f u e l  p r i c e s  o n  a n  a n n u a l  b a s i s .  

The  AG s t a t e s  t h a t  f r o m  1 9 7 9  t h r o u g h  1 9 8 2  f u e l  p r i c e s  moved 

s t e a d i l y  upward  a n d  f r o m  1 9 8 2  t h r o u g h  1 9 8 5  f u e l  p r i c e s  r e m a i n e d  

r e l a t i v e l y  f l a t .  

Data p r o v i d e d  b y  K e n t u c k y  Power showed a compounded r a t e  o f  

i n c r e a s e  o f  7 . 7 3  p e r c e n t  i n  c e n t s  p e r  m i l l i o n  BTU f r o m  A u g u s t  1976 

to  A u g u s t  1 9 8 6 ,  w i t h  a 1 0 - y e a r  r a n g e  f r o m  a 2 0 . 5  p e r c e n t  i n c r e a s e  

A G ' s  Comments,  page 30. 
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( 1 9 7 6 - 7 7 )  t o  a 1 4 . 2 9  p e r c e n t  decrease ( 1 9 8 2 - 8 3 ) .  K e n t u c k y  

U t i l i t i e s  showed  f u e l  costs  i n  d o l l a r s  p e r  t o n  w h i c h  v a r i e d  by  as  

much a s  25 p e r c e n t  f r o m  1 9 7 7  t o  1986  and  h a d  a compounded r a t e  of 

i n c r e a s e  o f  4 .48  p e r c e n t  o v e r  t h i s  p e r i o d .  BREC p r o v i d e d  

s u p p o r t i n g  d a t a  o n  i ts c o s t  of f u e l  i n  c e n t s  p e r  m i l l i o n  BTU from 

1 9 7 6  t o  1 9 8 5 .  The  a v e r a g e  compounded r a t e  o f  i n c r e a s e  for  BREC 

f o r  t h i s  p e r i o d  w a s  1 0 . 4 7  p e r c e n t  w i t h  a r a n g e  f r o m  a 3 1 . 5  p e r c e n t  

i n c r e a s e  ( 1 9 7 6 - 7 7 )  t o  a 3 . 4  p e r c e n t  decrease  ( 1 9 8 2 - 8 3 ) .  L G & E  

r e p o r t e d  a compounded a v e r a g e  f u e l  c o s t  i n c r e a s e  i n  d o l l a r s  per  

t o n  f r o m  A u g u s t  1 9 7 6  t o  A u g u s t  1 9 8 6  o f  7 . 9 5  p e r c e n t ,  r a n g i n g  f r o m  

a 2 1 . 9  p e r c e n t  i n c r e a s e  ( 1 9 7 7 - 7 8 )  t o  a 2 . 3  p e r c e n t  d e c r e a s e  

( 1 9 8 2 - 8 3 ) .  E a s t  K e n t u c k y  Power  repor ted  i t s  coal costs i n c r e a s e d  

by  1 0 4  p e r c e n t  f r o m  1 9 7 6  t o  1 9 8 3  w i t h  a r a n g e  f r o m  a 2 4  p e r c e n t  

i nc rease  i n  1 9 7 7  t o  a 5 p e r c e n t  d e c r e a s e  i n  1 9 7 9 .  S i n c e  A p r i l  

1 9 8 3 ,  East  K e n t u c k y  P o w e r ' s  p r ices  h a v e  f a l l e n  by  3 2  p e r c e n t  

w h i c h ,  f o r  t h e  1 0 - y e a r  p e r i o d ,  r e s u l t s  i n  a 3 . 1  p e r c e n t  compounded 

r a t e  o f  c h a n g e .  O v e r a l l ,  p r i c e s  i n c r e a s e d  u n t i l  1 9 8 3  and  

d e c r e a s e d  a f t e r  t h a t .  T h e  a v e r a g e  compounded  r a t e  o f  c h a n g e  o v e r  

t h e  1 0 - y e a r  p e r i o d  was a b o u t  6 . 7 5  p e r c e n t .  

Comments were r e q u e s t e d  r e g a r d i n g  f o r e c a s t s  of c h a n g e s  i n  t h e  

v a r i a b i l i t y  a n d  l e v e l  of f u e l  e x p e n s e s  o v e r  t h e  n e x t  5 y e a r s .  The  

AG p r o j e c t - i o n s  i n d i c a t e  coal  p r i c e s  s h o u l d  f a l l  s l i g h t l y  ( 2  

p e r c e n t )  o r  i n c r e a s e  a t  a moderate pace ( 3 - 6  p e r c e n t )  a n d  g i v e n  

t h e  c u r r e n t  o v e r p r o d u c t i o n  i n  t h e  f u e l  m a r k e t ,  f u e l  e x p e n s e s  

s h o u l d  n o t  v a r y  a n y  more t h a n  n o n - f u e l  o p e r a t i n g  c o s t s  o v e r  t h e  

n e x t  3 t o  5 y e a r s .  T h e r e f o r e ,  i n  t h e  A G ' s  o p i n i o n ,  v o l a t i l i t y  is  
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n o  l o n g e r  a r e a s o n  f o r  t r e a t i n g  f u e l  e x p e n s e  a n y  d i f f e r e n t l y  t h a n  

o t h e r  o p e r a t i n g  e x p e n s e s .  

E a c h  o f  t h e  g e n e r a t i n g  u t i l i t i e s  r e c o g n i z e d  s e v e r a l  f a c t o r s  

a f f e c t i n g  t h e  f u t u r e  v a r i a b i l i t y  of f u e l  costs .  T h e s e  f a c t o r s  

i n c l u d e d :  t h e  s u p p l y  a n d  demand i m b a l a n c e s  f o r  coa l ;  t h e  c o s t  o f  

m i n i n g  a n d  t - r a n s p o r t a t i o n ;  w a g e s  r e s u l t i n g  f r o m  a new labor  

c o n t r a c t  i n  F e b r u a r y  1 9 8 8 ;  u n c e r t a i n t i e s  r e g a r d i n g  O P E C ;  

i n f l a t i o n ,  a n d  t h e  d o m e s t i c  economy;  a n d  t h e  g e n e r a t i o n  m i x  of 

l o n g - t e r m  coa l  c o n t r a c t  a n d  s h o r t - t e r m  s p o t  p r ices .  K e n t u c k y  

P o w e r  e x p e c t s  coa l  e x p e n s e s  t o  i n c r e a s e  at: a compounded r a t e  of 

3 .9  p e r c e n t  o v e r  t h e  n e x t  5 y e a r s  w i t h  a r a n g e  of 3 . 1  p e r c e n t  t o  

4 , 6  p e r c e n t .  K e n t u c k y  U t i l i t i e s  d i d  n o t  g i v e  a n y  s p e c i f i c  

f o r e c a s t s  o t h e r  t h a n  s t a t i n g  i t  u s e s  a r e s e a r c h  c o n s u l t a n t ' s  

f o r e c a s t s  f o r  i n t e r n a l  b u d g e t  f o r e c a s t s  o f  f u e l  costs .  BREC 

agrees t h a t  c u r r e n t  f u e l  c o s t s  h a v e  s t a b i l i z e d ,  b u t  f e e l s  t h e r e  is 

R O  a s s u r a n c e  t h i s  w i l l  c o n t i n u e  i n  t h e  c o m i n g  y e a r s  b e c a u s e  o f  t h e  

a f o r e m e n t i o n e d  f a c t o r s  a f f e c t i n g  f u e l  p r i c e s .  T h e r e f o r e ,  BREC is 

of t h e  o p i n i o n  t h a t  v a r i a b i l i t y  over  t h e  n e x t  5 y e a r s  i s  

i m p o s s i b l e  t o  p r e d i c t  w i t h  a n y  c o n f i d e n c e .  LG&E a l s o  d o e s  n o t  

e x p e c t  a n y  major c h a n g e s  i n  coal  c o s t s  over  t h e  n e x t  5 y e a r s  

a l t h o u g h  i t  e x p e c t s  some v a r i a b i l i t y .  E a s t  K e n t u c k y  P o w e r  a s s u m e d  

i n f l a t i o n  of 6 p e r c e n t  i n  1 9 8 8  a n d  7 p e r c e n t  for 1 9 8 9  a n d  1 9 9 0  i n  

m a k i n g  i t s  p r o j e c t i o n s  t h a t  f u e l  cos t s  w i l l  i n c r e a s e  a t  a 4 . 3  

p e r c e n t  compounded r a t e  o v e r  t h e  n e x t  5 y e a r s .  A l t h o u g h  i t  is 

impossible  t o  p r e d i c t  w i t h  a n y  c o n f i d e n c e ,  most o f  t h e  p a r t i e s  

p ro j ec t  coal  p r i c e s  t o  i n c r e a s e  a t  a moderate r a t e  t o  3 t o  6 

p e r c e n t  o v e r  t h e  n e x t  5 y e a r s .  
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A n o t h e r  c r i t e r i a  is t h e  p o t e n t i a l  e f f e c t  o f  a FAC on 

e f f i c i e n t  p r i c i n g .  The  AG i s  o f  t h e  o p i n i o n  t h a t  e l i m i n a t i o n  of 

t h e  FAC w o u l d  i m p r o v e  p r i c i n g  e f f i c i e n c y .  The  AG a r g u e s  t h a t  

b e c a u s e  m o n t h l y  f u e l  a d j u s t m e n t s  a r e  so sma l l  i n  r e l a t i o n  to  t h e  

o v e r a l l  b i l l  i t  wou ld  n o t  be  r a t i o n a l  f o r  c o n s u m e r s  t o  a d j u s t  

t h e i r  b e h a v i o r  s i g n i f i c a n t l y  i n  r e s p o n s e  t o  s u c h  s h o r t - t e r m  

c h a n g e s .  T h e r e f o r e ,  t h e  AG c o n t e n d s  i t  wou ld  b e  more a p p r o p r i a t e  

t o  s e n d  p r i c e  s i g n a l s  o f  a more p e r m a n e n t  n a t u r e  t h r o u g h  p e r i o d i c  

p r i c e  c h a n g e s  a s  d e t e r m i n e d  t h r o u g h  g e n e r a l  r a t e  cases .  

The  o p i n i o n s  o f  a l l  t h e  g e n e r a t o r s  were r e l a t i v e l y  t h e  same, 

t h a t  e l i m i n a t i o n  o f  t h e  FAC wou ld  m a k e  i t  d i f f i c u l t  t o  p r o p e r l y  

a s s i g n  cost-s t o  t h e  c o s t - c a u s e r .  A t  p r e s e n t ,  t h e r e  are  c o n t i n u e d  

m i n o r  c h a n g e s  i n  c o s t s  c h a r g e d  t o  c o n s u m e r s  a n d  w i t h  t h e  c u r r e n t  

FAC t h e s e  c h a r g e s  a r e  p r o p e r l y  a s s i g n e d  t o  t h e  cost-causers.  I f  

t h e  FAC is e l i m i n a t e d ,  t h e n  t h e r e  wou ld  b e  a b r u p t  c h a n g e s  i n  costs  

t o  c o n s u m e r s  r e s u l t i n g  i n  l o n g e r  t i m e  l a g s  a n d  c a u s i n g  less 

e q u i t a b l e  c h a r g e s  of cos t  t o  t h e  c o s t - c a u s e r .  

I n  a d d i t i o n  t o  c o n t i n u i n g  t h e  FAC,  t h e  g e n e r a t o r s  a l s o  

p r o p o s e d  c h a n g e s  t o  e l i m i n a t e  t h e  t i m e  l a g .  K e n t u c k y  U t i l i t i e s  

p r o p o s e d  m e t h o d  t o  r e d u c e  t h e  t i m e  l a g  was t o  u s e  e s t i m a t e d  

n u m b e r s  f o r  o n e  m o n t h ,  w h i c h  wou ld  b e  c o r r e c t e d  t h e  f o l l o w i n g  

m o n t h  by  u s e  o f  a r o l l i n g  r e c o n c i l i a t i o n  a s  a n  o v e r / u n d e r - r e c o v e r y  

mechan i sm t o  t h e  FAC. T h i s  c o u l d  p r o v i d e  a b e t t e r  m e a n s  of 

r e f l e c t i n g  c u r r e n t  f u e l  p r i c e s  a n d  t h u s  s e n d i n g  p r o p e r  p r i c e  

s i g n a l s  t o  consumers. 

The  Commiss ion  ag rees  t h a t  more f r e q u e n t  r a t e  a d j u s t m e n t s  

t e n d  t o  p r o v i d e  more e f f i c i e n t  p r i c i n g .  However ,  w i t h  m o n t h l y  
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a d j u s t m e n t s ,  t h e  u s e  of e s t ima ted  d a t a  w i l l  n o t  m a t e r i a l l y  improve  

p r i ce  s i g n a l s  b u t  w i l l  m a t e r i a l l y  i n c r e a s e  r e g u l a t o r y  cos t s .  

Based o n  i t s  r e v i e w  of t h e  a p p r o p r i a t e n e s s  of a FAC u n d e r  

c u r r e n t  c o n d i t i o n s ,  t h e  Commiss ion  is of  t h e  o p i n i o n  a n d  h e r e b y  

f i n d s  t h a t :  

1. T h e  d i s t r i b u t o r s '  l a c k  of c o n t r o l  o v e r  f u e l ,  w h i c h  is a 

l a r g e  a n d  p o t e n t i a l l y  v a r i a b l e  c o s t  i t e m ,  j u s t i f i e s  r e t a i n i n g  a 

FAC f o r  t h e m .  

2 .  T h e  g e n e r a t o r s '  less t h a n  complete c o n t r o l  o v e r  a l a r g e  

a n d  p o t e n t i a l l y  v a r i a b l e  cos t  i t e m  s u p p o r t s  t h e  n e e d  f o r  some 

e x p e d i t e d  p r o c e d u r e  -- e v e n  i f  l e s s  e x p e d i t e d  t h a n  t h e  c u r r e n t  

FAC . 
3 .  F u e l  cos t s  a r e  a u t i l i t y ' s  l a r g e s t  s i n g l e  c o s t ,  

c o m p r i s i n g  4 0  t o  50 p e r c e n t  o f  t o t a l  c o s t s .  The  s i g n i f i c a n t  

m a g n i t u d e  of f u e l  c o s t s  n e c e s s i t a t e s  t h e  c o n t i n u a t i o n  of 

s y s t e m a t i c  i n f o r m a t i o n  f i l i n g s  a n d  s e m i - a n n u a l  h e a r i n g s  f o r  

r e g u l a t o r y  o v e r s i g h t  a s  i n  t h e  c u r r e n t  FAC a s  a d m i n i s t e r e d .  

SPECIFIC ALTERNATIVES TO EXISTING FAC 

E S R G ' s  P r o p o s a l  t o  E l i m i n a t e  FAC W i t h  a T h r e s h o l d  Mechanism as  

BackuD 

When t h i s  case was i n i t i a t e d ,  o n e  a l t e r n a t i v e  t o  be 

c o n s i d e r e d  was e l i m i n a t i n g  t h e  c u r r e n t  FAC and  r e p l a c i n g  i t  w i t h  a 

s t a n d b y  c l a u s e  a v a i l a b l e  f o r  u s e  d u r i n g  p e r i o d s  of r a p i d  f u e l  

p r i ce  c h a n g e s .  A l l  o f  t h e  g e n e r a t o r s  s t r o n g l y  o p p o s e d  a s t a n d b y  

c l a u s e .  E a s t  K e n t u c k y  P o w e r  r a i s e d  t h e  c o n c e r n  t h a t  a s t a n d b y  

c l a u s e  c o u l d  l e a d  t o  p r o b l e m s  s i m i l a r  t o  t h o s e  t h a t  e x i s t e d  p r i o r  

t o  i m p l e m e n t a t i o n  of t h e  c u r r e n t  c l a u s e  when much o f  t h e  p u b l i c  
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was s h o c k e d  w i t h  t h e i r  FAC e x p e r i e n c e .  K e n t u c k y  I J t i1 . i t i es  a l s o  

d i s c u s s e d  t h e  l i k e l i h o o d  o f  c o n f u s i o n  a n d  c r i t i c i s m  when FAC 

b i l l i n g  w o u l d  be t r i g g e r e d .  LG&E r e f e r r e d  t o  t h e  1 9 7 5  E r n s t  and  

E r n s t  r e v i e w  o f  F A C s  f o r  t h e  G o v e r n o r ' s  S p e c i a l  A d v i s o r y  

Commiss ion  on  E l e c t r i c  U t i l i t y  Rates a n d  R e g u l a t i o n s .  E r n s t  and 

E r n s t ' s  r e p o r t  c o n c l u d e d  t h a t  h a v i n g  a FAC d u r i n g  r i s i n g  p r i c e s  

a n d  t e r m i n a t i n g  i t  when p r i c e s  s t a b i l i z e d  w o u l d  b e  u n f a v o r a b l e  t o  

c o n s u m e r s .  T h e  AG a n d  i t s  c o n s u l t a n t ,  E S R G ,  s a i d  t h a t  w i t h  

e l i m i n a t i o n  o f  t h e  FAC a c o n t i n g e n c y  m e c h a n i s m  wou ld  be n e e d e d  and 

s u g g e s t e d  ESRG's t h r e s h o l d  mechan i sm.  

ESRG's p r i m a r y  r e c o m m e n d a t i o n  is t o  a b o l i s h  t h e  FAC a n d  d e a l  

w i t h  f u e l  c o s t s  i n  g e n e r a l  r a t e  cases.  t Jnder  E S R G ' s  p r o p o s a l ,  a 

v o l a t i l i t y  t h r e s h o l d  o f  s i x  p e r c e n t  of t o t a l  f u e l  cos t s  o n  a 

q u a r t e r l y  b a s i s  a n d  t h r e e  p e r c e n t  o n  a n  a n n u a l  b a s i s  w o u l d  p r o v i d e  

a s a f e t y  v a l v e  a g a i n s t  t h e  e f f e c t s  o f  r a p i d  c h a n g e s  i n  f u e l  c o s t s .  

A s p e c i a l  r a t e  h e a r i n g  f o c u s e d  s p e c i f i c a l l y  o n  f u e l  cos t s  c o u l d  be  

i n i t i a t e d  a n y  t i m e  cost  c h a n g e s  e x c e e d e d  t h e  t h r e s h o l d  l i m i t s .  

T h i s  p r o p o s a l  was b a s e d  p a r t i a l l y  o n  t h e  m e t h o d  u s e d  i n  W i s c o n s i n  

w h e r e  r a t e s  a re  set  o n  a f o r e c a s t e d  b a s i s  a n n u a l l y .  I f  f u e l  cos t s  

v a r y  from base cos ts  b y  more t h a n  1 0  p e r c e n t  i n  a m o n t h  o r  s i x  

p e r c e n t  i n  a q u a r t e r ,  a r e v i e w  is t r i g g e r e d .  I f  t h e  r e v i e w  

d e m o n s t r a t e s  t h a t  a n n u a l  cos t s  w i l l  f a l l  o u t s i d e  a t h r e e  p e r c e n t  

r a n g e  a r o u n d  t h e  f o r e c a s t ,  r a t e s  are  c h a n g e d  d u r i n g  t h e  y e a r .  

One c o n c e r n  r a i s e d  i n  t h i s  p r o c e e d i n g  was t h e  number  o f  cases 

t h a t  wou ld  be t r i g g e r e d  by  t h e  t h r e s h o l d  mechan i sm.  A t  t h e  
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h e a r i n g ,  e a c h  g e n e r a t o r  was a s k e d  t o  p r e p a r e  a n  a n a l y s i s  of t h e  

e f f e c t  t h a t  ESRG's v o l a t i l i t y  t h r e s h o l d  w o u l d  h a v e  h a d  w i t h  

respec t  t o  t r i g g e r i n g  s p e c i a l  f u e l  r a t e  h e a r i n g s  s i n c e  t h e  e n d  of 

1978 .  M r .  T a l b o t  s t a k e d  t h a t  t h e  t h r e s h o l d  s h o u l d  b e  c a l c u l a t e d  

o n  a c e n t s  per KWH b a s i s  r a t h e r  t h a n  a c e n t s  p e r  MMBTIJ b a s i s '  and  

t h a t  d i s c r e t e  c a l e n d a r  q u a r t e r s  a n d  r o l l i n g  f o u r - q u a r t e r  p e r i o d s  

be u s e d .  lo  K e n t u c k y  Power ,  u s i n g  M r .  T a l b o t ' s  m e t h o d  excep t  fo r  

u s i n g  a n n u a l  c a l e n d a r  p e r i o d s  a n d  a s s u m i n g  a 3-month l a g  i n  

c h a n g i n g  t h e  b a s e ,  c a l c u l a t e d  t h a t  11 cases w o u l d  h a v e  b e e n  

t r i g g e r e d  a n d  t h a t  t h i s  m e t h o d  w o u l d  h a v e  r e s u l t e d  i n  $ 1 1 , 8 2 9 , 6 0 4  

o f  u n r e c o v e r e d  fue l .  c o s t  w i t h o u t  a n y  a d j u s t m e n t  o r  rev iew o f  f u e l s  

from t h e  l a s t  q u a r t e r  of 1 9 8 3  u n t i l  t h e  f i r s t  q u a r t e r  of 1986.  

Eas t  K e n t u c k y  P o w e r ,  u s i n g  a n  a p p r o a c h  s i m i l a r  t o  K e n t u c k y  

Power's m e t h o d  a l s o  c a l c u l a t e d  11 s p e c i a l  r a t e  h e a r i n g s .  

L G & E  u s e d  r o l l i n g  q u a r t e r s ,  w h i c h  t r i p l e d  t h e  o p p o r t u n i t i e s  

f o r  t r i g g e r i n g  h e a r i n g s ,  a n d  compared t h e  c u r r e n t  3-month  a v e r a g e  

f u e l  c o s t  t o  t h e  immediate  p r i o r  3-month a v e r a g e  f u e l  cos t  r a t h e r  

t h a n  t o  t h e  e x i s t i n g  base cos t s .  A s  a r e s u l t ,  LG&E c a l c u l a t e d  56  

s p e c i a l  r a t e  cases.  A r e v i e w  of L G & E ' s  d a t a  i n d i c a t e s  t h a t  u s i n g  

d i s c r e t e  q u a r t e r s  a n d  c o m p a r i s o n s  t o  base cos ts  w o u l d  h a v e  

p r o d u c e d  approx ima te ly  1 0  s p e c i a l  r a te  h e a r i n g s .  

K e n t u c k y  U t i l i t i e s  u s e d  r o l l i n g  q u a r t e r s  a n d  c e n t s  p e r  MMBTU 

a n d  t r a c k e d  q u a r t e r l y  a n d  a n n u a l  t r i g g e r s  s e p a r a t e l y .  The  r e s u l t  

T . E . ,  page 1 4 3 ,  

T . E . ,  p a g e s  1 4 4  a n d  1 7 1 .  

9 

1 0  
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was 1 7  h e a r i n g s  f r o m  t h e  q u a r t e r l y  m e t h o d  a n d  1 4  f r o m  t h e  a n n u a l  

m e t h o d .  U s i n g  d i s c r e t e  q u a r t e r s  wou ld  h a v e  p r o d u c e d  a p p r o x i m a t e l y  

18 r a t e  h e a r i n g s .  F o r  a l l  u t i l i t i e s ,  f r e q u e n t l y  a n  i n c r e a s e  i n  

o n e  q u a r t e r  was f o l l o w e d  b y  a d e c r e a s e  i n  t h e  n e x t  q u a r t e r .  

M r .  T a l b o t  d i d  n o t  e s t ima te  t h e  number  of r a t e  f i l i n g s  t h a t  

w o u l d  b e  t r i g g e r e d  by  u s e  of t h e  t h r e s h o l d  a p p r o a c h .  H e  s a i d  t h a t  

f e w e r  cases  a re  l i k e l y  t o  b e  t r i g g e r e d  t h a n  a r e  i n d i c a t e d  b y  t h i s  

h i s t o r i c a l  d a t a  d u e  t o  ( 1 )  r e d u c e d  f u e l  p r i c e  v o l a t i l i t y  s i n c e  

1 9 8 2 ,  ( 2 )  a d j u s t m e n t s  t o  f u e l  cos t s  t h a t  would  b e  made i n  g e n e r a l  

r a t e  cases ,  ( 3 )  a d j u s t m e n t s  i n  cases f o r  known a n d  m e a s u r a b l e  

c h a n g e s ,  a n d  (4) c o m b i n i n g  cases  when t r i g g e r s  o c c u r  i n  s u c c e s s i v e  

p e r i o d s .  11 

A s e c o n d  c o n c e r n  a b o u t  t h e  t h r e s h o l d  m e c h a n i s m  was t h e  

p o t e n t i a l  e f f e c t  o n  u t i l i t i e s '  f i n a n c i a l  s t a b i l i t y .  M r .  T a l b o t  

d i d  n o t  e s t ima te  t h e  f i n a n c i a l  impact o f  t h e  t h r e s h o l d  a p p r o a c h  

b u t  s a i d  t h a t  a o n e  p e r c e n t a g e  p o i n t  c h a n g e  i n  t h e  e a r n e d  r e t u r n  

on  common e q u i t y  would  n o t  b e  so  s i g n i f i c a n t  a s  t o  j e o p a r d i z e  t h e  

f i n a n c i a l  p e r f o r m a n c e  o f  a company.  l 2  K e n t u c k y  Power  c a l c u l a t e d  

t h a t  a f o u r  p e r c e n t  c h a n g e  i n  f u e l  cos t  would  r e s u l t  i n  a o n e  

p e r c e n t  c h a n g e  i n  r e t u r n  o n  e q u i t y .  l 3  A f o u r  p e r c e n t  f u e l  p r i c e  

AG's A d d i t i o n a l  Comments,  page 4 .  

T . E . ,  page 1 6 4 .  1 2  

l 3  Comment, p a g e  3 .  
-I 4- 



c h a n g e  w o u l d  n o t  t r i g g e r  a r a t e  h e a r i n g  f o r  a f u l l  y e a r  u n d e r  t h e  

ESRG p r o p o s a l .  

K e n t u c k y  U t i l i t i e s  s a i d  t h a t  e l i m i n a t i n g  t h e  FAC wou ld  

e n c o u r a g e  more l o n g - t e r m  c o n t r a c t s ' *  a n d  K e n t u c k y  Power  s a i d  i t  

w o u l d  e n c o u r a g e  l o n g - t e r m  coa l  c o m m i t m e n t s ,  more u s e  o f  western 

coa l  w i t h  s t a b l e  p r i c e s  a n d  wide r  t o n n a g e  n o m i n a t i o n  b a n d s .  T h e s e  

a c t i o n s  w o u l d  s t a b i l i z e  f u e l  p r i ces ,  b u t  a t  h i g h e r  l e v e l s  t h a n  

c u r r e n t l y  i n c u r r e d .  T h e s e  h i g h e r  l e v e l s  w o u l d  be b u i l t  i n t o  base 

r a t e s .  I t >  T h e  AG f i n d s  t - h i s  a r g u m e n t  f a l l a c i o u s  a s  i t  i g n o r e s  t h e  

p o t e n t i a l  b e n e f i t  t o  u t i l i t i e s  o f  r e d u c i n g  f u e l  cos t s  when t h e y  

w o u l d  be a b l e  t o  k e e p  p a r t  of t h e  s a v i n g s  a n d  i g n o r e s  t h e  ro l e  o f  

r e g u l a t o r y  o v e r s i g h t  i n  r e v i e w i n g  c o n t r a c t s .  1 6  

A s  p r e v i o u s l y  s t a t e d ,  t h e  ESRG repor t  recommends  e l i m i n a t i o n  

of t h e  FAC a n d  r e t u r n i n g  f u e l  a n d  p u r c h a s e d  power cos t s  t o  

c o n s i d e r a t i o n  i n  g e n e r a l  r a t e  p r o c e e d i n g s .  I n  t h i s  c o n t e x t ,  

p r e d i c t a b l e  c h a n g e s  i n  f u e l  p r i c e s  w o u l d  be a d d r e s s e d  t h r o u g h  

a d j u s t m e n t s  f o r  t h o s e  known a n d  m e a s u r a b l e  c h a n g e s  to h i s t o r i c a l  

t e s t - y e a r  d a t a .  

I n  r e s p o n s e  t o  t h e  C o m m i s s i o n ' s  r e q u e s t :  f o r  c o m m e n t s ,  ULH&P 

n o t e d  t h a t  o n e  of t h e  p r a c t i c a l  p r o b l e m s  w i t h  e l i m i n a t i o n  o f  t h e  

FAC is t h e  C o m m i s s i o n ' s  u n w i l l i n g n e s s  t o  u s e  p r o j e c t e d  t e s t  

per iods .  ULH&P m a i n t a i n e d  t h a t ,  i f  t h e  FAC were e l i m i n a t e d ,  

b a s i n g  o n - g o i n g  e x p e n s e s  o n  h i s t o r i c a l  d a t a  w o u l d  b e  u n r e a s o n a b l e .  

l 5  Comments ,  p a g e s  2 2 - 2 3 .  

A d d i t i o n a l  Comments ,  p a g e  6 .  
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ULH&P c o n t e n d s  t h a t  i f  a u t i l i t y  is t o  b e  a l l o w e d  a n  o p p o r t u n i t y  

t o  ea rn  i t s  a u t h o r i z e d  r a t e  o f  r e t u r n ,  t h e  l e v e l  o f  f u e l  e x p e n s e  

s h o u l d  r e f l e c t  f u t u r e  s a l e s ,  g e n e r a t i o n  m i x ,  f u e l  m i x ,  c o n t r a c t  

p r i c e s ,  a n d  m a r k e t  c o n d i t i o n s .  

When q u e s t i o n e d  a t  t h e  p u b l i c  h e a r i n g  r e g a r d i n g  t h e  u s e  o f  

p r o j e c t i o n s  o r  a p r o s p e c t i v e  t e s t  y e a r ,  Mr. T a l b o t  s t a t e d  t h a t ,  t o  

t h e  e x t e n t  t h a t  f u e l  cos t s  a r e  p a r t l y  v o l a t i l e  a n d  n o t  

p r e d i c t a b l e ,  a d e g r e e  o f  u n c e r t a i n t y  e x i s t s  t h a t  s u g g e s t s  u s i n g  a 

h i s t o r i c a l  r a t h e r  t h a n  a f u l l y  f o r e c a s t e d  t e s t  p e r i o d .  Mr. T a l b o t  

m a i n t a i n e d  t h a t  u s i n g  a h i s t o r i c a l  t e s t  p e r i o d  a d j u s t e d  f o r  known 

a n d  measu rab le  c h a n g e s  w o u l d  be b e t t e r  t h a n  g o i n g  t o  a f o r e c a s t e d  

t e s t  y e a r  w i t h  a l l  t h e  p r o b l e m s  i n h e r e n t  i n  f o r e c a s t i n g .  

T h e  C o m m i s s i o n  is c o n c e r n e d  a b o u t  t h e  u n c e r t a i n t y  p r e s e n t e d  

by  t h e  t h r e s h o l d  m e t h o d .  I t  d o e s  n o t  p r o v i d e  f o r  r e g u l a r  

s c h e d u l e d  f u e l  c o s t  r e v i e w s  a n d  h e a r i n g s  a n d  i t  r e q u i r e s  r e t e n t i o n  

o r  a b s o r p t i o n  by t h e  u t i l i t y  of 1 0 0  p e r c e n t  o f  f u e l  cost 

d e v i a t i o n s  w i t h i n  t h e  t h r e s h o l d  r a n g e .  T h e r e f o r e ,  i n  p e r i o d s  o f  

s t a b l e  p r i c e s ,  u t i l i t i e s  c o u l d  g o  too long b e t w e e n  r e v i e w s ,  I n  

p e r i o d s  of r a p i d  i n f l a t i o n ,  w i t h  t h e  u s e  of h i s t o r i c a l  t e s t  

p e r i o d s ,  u t i l i t i e s  c o u l d  h a v e  f i n a n c i a l  p r o b l e m s .  I n  p e r i o d s  of 

d e c l i n i n g  c o a l  p r i c e s ,  u t i l i t i e s  c o u l d  r e a p  a w i n d f a l l  g a i n .  

D e t e r m i n i n g  t h e  a m o u n t  o f  f u e l  c o s t  t o  b e  a l l o w e d  i n  b a s e  

r a t e s  w o u l d  become a c o n t r o v e r s i a l  r a t e  case i ssue .  The  u s e  o f  

f o r e c a s t e d  t e s t  y e a r s  o r  e v e n  s u b s t a n t i a l  a d j u s t m e n t s  t o  

h i s t o r i c a l  t e s t  y e a r s  wouLd require  i n - d e p t h  a n a l y s i s  o f  s a l e s  

l e v e l s ,  g e n e r a t i o n  m i x ,  o u t a g e  r a t e s ,  h e a t  r a t e s ,  f u e l  mix, 
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c o n t r a c t  p r i c e s ,  e s c a l a t o r  c l a u s e s ,  a n d  s p o t - m a r k e t  p r i c e s .  F o r  

e a c h  o f  t h e s e  i tems t h e  C o m m i s s i o n  w o u l d  h a v e  t o  d e t e r m i n e  a 

r e a s o n a b l e  l e v e l .  T h e  h e a r i n g  p r o c e s s  w o u l d  i n c l u d e  e x t e n s i v e  

a r g u m e n t s  o n  t h e s e  e n g i n e e r i n g  a n d  c o a l  p r o c u r e m e n t  i s s u e s .  I n  

p e r i o d s  o f  r a p i d  i n f l a t i o n ,  w i t h  a l l  g e n e r a t o r s  f i l i n g  

c o n c u r r e n t l y ,  C o m m i s s i o n  a n d  S t a f f  r e s o u r c e s  wou ld  be s t r a i n e d .  

M o d i f y i n g  E S R G ' s  p r o p o s a l  t o  u s e  a w i d e r  t h r e s h o l d  r a n g e  

wou ld  i n c r e a s e  t h e  l i k e l i h o o d  o f  i n f r e q u e n t  r e v i e w  a n d  f i n a n c i a l  

r i s k s .  M o d i f y i n g  t h e  p r o p o s a l  t o  u s e  a n a r r o w e r  t h r e s h o l d  r a n g e  

w o u l d  i n c r e a s e  t h e  f r e q u e n c y  o f  f i l i n g s  a n d  r e l a t e d  a d m i n i s t r a t i v e  

cos t s .  

Compared t o  t h e  c u r r e n t  F A C ,  t h i s  p roposa l  s h i f t s  much o f  t h e  

r i s k  o f  s h o r t - t e r m  c h a n g e s  i n  coa l  s p o t - m a r k e t -  p r i c e s  a n d  power  

p l a n t  e f f i c i e n c y  f r o m  r a t e p a y e r s  t o  t h e  g e n e r a t i n g  u t i l i t y .  

B e c a u s e  t h e  u t i l i t i e s  c a n  c h o o s e  when t o  f i l e  r a t e  cases, t h e  

t h r e s h o l d  m e t h o d  s h i f t s  l i t t l e  o f  t h e  r i s k s  o f  coa l  c o n t r a c t i n g  

errors o r  l o n g - r a n g e  a d j u s t m e n t s  i n  coa l  m a r k e t  p r i c e s  a n d  power 

p l a n t  e f f i c i e n c i e s .  I n  c o n s i d e r i n g  a c h a n g e  to t h i s  t h r e s h o l d  

m e t h o d ,  t h e  t r a d e - o f f  is t h e  c r e a t i o n  o f  i n c r e a s e d  u n c e r t a i n t y  

a b o u t  f i n a n c i a l  a n d  a d m i n i s t r a t i v e  c o n s e q u e n c e s  i n  r e t u r n  f o r  

i n c r e a s e d  s h o r t - r u n  i n c e n t i v e s  f o r  e f f i c i e n t  managemen t  o f  

s p o t - m a r k e t  a n d  s h o r t -  term c o n t r a c t  p u r c h a s e s  a n d  power p l a n t  

p e r f o r m a n c e .  I n  a d d i t i o n ,  t h e r e  appea r s  t o  be n o  a d d i t i o n a l  

l o n g - r u n  i n c e n t i v e s  f o r  e f f i c i e n t  managemen t  o f  coal p r o c u r e m e n t  

a n d  power p l a n t  p e r f o r m a n c e .  F o r  t h e s e  r e a s o n s ,  t h e  Commiss ion  

w i l l  n o t  a d o p t  t h e  t h r e s h o l d  m e t h o d  a s  a m e a n s  o f  i n c o r p o r a t i n g  

f i n a n c i a l  i n c e n t i v e s  i n t o  f u e l  cos t  r e g u l a t i o n .  
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- Proposals t o  M o d i f y  FAC 

O t h e r  s p e c i f i c  a l t e r n a t i v e s  t o  t h e  e x i s t i n g  FAC proposed i n  

t h i s  p r o c e e d i n g  i n c l u d e  ESRG's a l t e r n a t e  p r o p o s a l  o f  a p a r t i a l  

p a s s t h r o u g h  o f  f u e l  c o s t  c h a n g e s  a n d  p r o p o s a l s  t o  m o d i f y  t h e  FAC 

by r e d e f i n i n g  f o r c e d  o u t a g e s ,  i n c l u d i n g  p o w e r  p l a n t  p e r f o r m a n c e  

m e a s u r e s ,  u s i n g  f o r e c a s t e d  d a t a  t o  r e d u c e  l a g ,  i n c l u d i n g  an 

o v e r / u n d e r  r e c o v e r y  m e c h a n i s m ,  r e q u i r e  more i n f o r m a t i o n  o n  f u e l s  

p l a n n i n g ,  s e a r c h ,  s e l e c t i o n  a n d  n e g o t i a t i o n ,  m o n i t - o r i n g  e c o n o m i c  

d i s p a t c h ,  a n d  a d o p t i n g  ULH&P's F u e l  Cost R e c o v e r y  ( " F C R " )  me thod .  

The f o l l o w i n g  s e c t i o n s  i n c l u d e  t h e  C o m m i s s i o n ' s  d i s c u s s i o n  o f  

t hese  p roposa l s .  

1. P a r t i a l  P a s s t h r o u q h  

I f  t h e  Commiss ion  d e c i d e s  t o  r e t a i n  a f u e l  c l a u s e ,  ESRG 

recommends  m o d i f y i n g  i t  t o  i n c l u d e  a n  i n c e n t i v e  f e a t u r e .  Under 

E S R G ' s  p r o c e d u r e  f u e l  cos t  w o u l d  b e  s e t  a n n u a l l y  a t  a base l e v e l .  

D e v i a t i o n s  o f  50 p e r c e n t  t o  7 5  p e r c e n t  f r o m  t h i s  l e v e l  wou ld  be 

s u b s e q u e n t l y  b i l l e d  a n d  t r u e d - u p  i n  a d e f e r r e d  a c c o u n t .  The 

r e m a i n i n g  2 5  p e r c e n t  t o  50 p e r c e n t  wou ld  be a b s o r b e d  o r  r e t a i n e d  

by  t h e  u t i l i t y .  

I n  t h i s  a l t e r n a t i v e  r e c o m m e n d a t i o n ,  ESRG a g a i n  a d v o c a t e d  

t h e  u s e  o f  h i s t o r i c a l  d a t a  a d j u s t e d  f o r  known a n d  m e a s u r a b l e  

c h a n g e s .  T h e r e  w o u l d  b e  a n  a n n u a l  h e a r i n g  i n  w h i c h  t h e  p a s t  

y e a r ' s  t a r g e t s  a n d  a c t u a l  cos t s  a re  p a r t i a l l y  r e c o n c i l e d  a n d  a new 

f u e l  r a t e  is s e t .  

K e n t u c k y  P o w e r  s t a t e d  i n  i t s  r e s p o n s e  t o  t h e  

C o m m i s s i o n ' s  reques t  f o r  comments  t h a t  a p a r t i a l  p a s s t h r o u g h  o f  

d i f f e r e n c e s  b e t w e e n  a c t u a l  f u e l  cos t s  a n d  cos ts  i n c l u d e d  i n  b a s e  
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r a t e s  w o u l d  d e p r i v e  a u t i l i t y  of t h e  r i g h t  t o  r e c o v e r  p r u d e n t l y  

i n c u r r e d  cos t s .  T h u s ,  t h e  u t i l i t y  w o u l d  b e  p e n a l i z e d  a n d  t h i s  

p r o c e d u r e  c o u l d  b e  c o n s i d e r e d  c o n f i s c a t o r y .  

The  C o m m i s s i o n  f i n d s  n o  mer i t  i n  K e n t u c k y  P o w e r ' s  a r g u m e n t .  

A b s e n t  a F A C ,  a l l  f u e l  cos t s  a r e  r e c o v e r e d  t h r o u g h  b a s e  r a t e s .  

S h o u l d  f u e l  c o s t s  c h a n g e  from t h e  l e v e l .  i n c l u d e d  i n  base r a t e s ,  

t h e  u t i l i t y  is  a t  r i s k  u n t i l  i t  c a n  r e c e i v e  C o m m i s s i o n  a p p r o v a l  of 

a c h a n g e  i n  b a s e  r a t e s  u n d e r  KRS 278 .180  and  2 7 8 . 1 9 0 .  I n  an 

e f f o r t  t o  s h i f t  t h i s  s h o r t - t e r m  r i s k  o f  o v e r -  o r  u n d e r - r e c o v e r y  of 

f u e l  c o s t s  f r o m  t h e  u t i l i t y  to  t.he r a t e p a y e r s ,  t h e  C o m m i s s i o n  h a s  

pe rmi t t ed  u t i l i t i e s  t o  v o l u n t a r i l y  c h o o s e  t o  u t i l i z e  a FAC. I n  

e l e c t i n g  t o  a d o p t  a F A C ,  a u t i l i t y  is n o t  o n l y  a b l e  t o  r e c o v e r  

i n c r e a s e d  f u e l  cost-s more t i m e l y  t h a n  b y  c h a n g i n g  i t s  base ra tes ,  

i t  m u s t  a l s o  f l o w  b a c k  r e d u c e d  f u e l  cos t s  i n  t h i s  t i m e l y  m a n n e r .  

The  C o r n m i s s i o n  sets b a s e  r a t e s  t o  a l low a u t i l i t y  t h e  o p p o r t u n i t y  

t o  e a r n  a f a i r  a n d  r e a s o n a b l e  r e t u r n .  T h i s  r e g u l a t o r y  p r i n c i p a l  

i s  t r u e  i r r e s p e c t i v e  o f  w h e t h e r  a FAC is  p e r m i t t e d  o r  n o t ,  or  

w h e t h e r  a FAC a l lows f u l l  c o s t  p a s s t h r o u g h  o r  p a r t i a l  cos t  

p a s s t h r o u g h .  I f  t h e  C o m m i s s i o n  b y  r e g u l a t i o n  a u t h o r i z e s  a FAC 

t h a t  a l lows  o n l y  p a r t i a l  c o s t  p a s s t h r o u g h ,  t h e  e l e c t i o n  by  a 

u t i l i t y  t o  u t i l i z e  s u c h  a FAC is  made w i t h  t h e  k n o w l e d g e  and  

u n d e r s t a n d i n g  of t h a t  l i m i t a t i o n .  Any u t i l i t y  t h a t  is  u n w i l l i n g  

t o  bear  t h e  r i s k  i n h e r e n t  i n  a p a r t i a l  p a s s t h r o u g h  FAC can  r e c o v e r  

i t s  t o t a l  f u e l  c o s t s  i n  t h e  same m a n n e r  t h a t  i t  r e c o v e r s  a l l  o t h e r  

p r u d e n t  c o s t s  -- t h r o u g h  i t s  b a s e  r a t e s .  
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T h e  p a r t i a l  p a s s t h r o u g h  m e t h o d  p r e s e n t s  s i m i l a r  t r a d e - o f f s  t o  

t h e  t h r e s h o l d  m e t h o d .  A d o p t i o n  wou ld  i n c r e a s e  a d m i n i s t r a t . i v e  

c o s t s ,  p r i m a r i l y  i n  t h e  a n a l y s i s  a n d  h e a r i n g  o f  t e s t - y e a r  

a d j u s t m e n t s  t o  s a l e s  l e v e l s ,  g e n e r a t i o n  m i x ,  o u t a g e  r a t e s ,  h e a t  

r a t e s ,  f u e l  m i x ,  c o n t r a c t  p r i c e s ,  e s c a l a t o r  c l a u s e s ,  a n d  spot: 

m a r k e t  p r i c e s .  U s i n g  u n a d j u s t e d  h i s t o r i c  t es t  y e a r s  w o u l d  r e d u c e  

a d m i n i s t r a t i v e  cos t s  a n d  m i t i g a t e  t h e  n e e d  f o r  d e t a i l e d  power 

p l a n t  p e r f o r m a n c e  s t a n d a r d s .  However ,  w i t h o u t  t e s t  y e a r  

a d j u s t m e n t s ,  t h e  l i k e l i h o o d  o f  s i g n i f i c a n t  d i f f e r e n c e s  b e t w e e n  

e x p e c t e d  f u e l  cos t s  a n d  f u e l  cos t s  embedded i n  b a s e  r a t e s  c o u l d  

i n c r e a s e -  

T h e  p a r t i a l  r e c o v e r y  m e t h o d  wou ld  a l s o  i n c r e a s e  f i n a n c i a l  

u n c e r t a i n t y  f o r  g e n e r a t i n g  u t i l i t i e s  by  s h i f t i n g  some r i s k  of 

s h o r t - t e r m  c h a n g e s  i n  coa l  s p o t - m a r k e t  p r ices  a n d  power p l a n t  

e f f i c i e n c y  f r o m  r a t e p a y e r s  t o  g e n e r a t i n g  u t i l i t i e s .  However ,  t h e  

r i s k  s h i f t i n g  would  p r o v i d e  a d d i t i o n a l  s h o r t - r u n  i n c e n t i v e s  f o r  

e f f i c i e n t  management  o f  spo t -marke t  p u r c h a s e s  a n d  p o w e r  p l a n t  

p e r f o r m a n c e s .  D e p e n d i n g  o n  t h e  p e r c e n t a g e  p a s s t h r o u g h  a l l o w e d ,  

t he  i n c r e a s e d  r i s k s  a n d  i n c e n t i v e s  may b e  much s m a l l e r  t h a n  f o r  

t he  t h r e s h o l d  m e t h o d .  F u r t h e r m o r e ,  b e c a u s e  t h e  p a r t i a l  r e c o v e r y  

m e t h o d  p r o v i d e s  f o r  t h e  r o u t i n e  s c h e d u l i n g  o f  h e a r i n g s  a n d  t h e  

r e t e n t i o n  o f  much o f  t h e  c u r r e n t  FAC f r a m e w o r k ,  t h e r e  is less 

a d m i n i s t r a t i v e  u n c e r t a i n t y  i n v o l v e d  t h a n  w i t h  t h e  t h r e s h o l d  

m e t h o d  . 
The  Commiss ion  w a n t s  to  i n c l u d e  a d d i t i o n a l  f i n a n c i a l  

i n c e n t i v e s  i n  t h e  FAC, a n d ,  b e c a u s e  i t  p r e s e n t s  l e s s  f i n a n c i a l  and  

a d m i n i s t r a t i v e  u n c e r t a i n t i e s ,  p r e f e r s  t h e  p a r t i a l  p a s s t h r o u g h  
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m e t h o d  t o  ESRG's t h r e s h o l d  m e t h o d  f o r  g e n e r a t i n g  u t i l i t i e s .  The 

percentage o f  p a s s t h r o u g h  s e l e c t e d  d e p e n d s  upon  t h e  a m o u n t  of 

f i n a n c i a l  i n c e n t i v e  d e s i r e d  a n d  t h e  s i z e  of p o t e n t i a l  w i n d f a l l s  or 

s h o r t f a l l s  f o u n d  a c c e p t a b l e .  A l t h o u g h  no  p a r t y  p r o p o s e d  a l i m i t  

o r  c a p  o n  f u e l  cos t  d e v i a t i o n s  a b s o r b e d  o r  r e t a i n e d  by  u t i l i t i e s ,  

t h i s  is a n o t h e r  m e t h o d  o f  l i m i t i n g  r i s k .  The  Commiss ion  is  o f  t h e  

o p i n i o n  t h a t  a p a r t i a l  p a s s t h r o u g h  p r o v i s i o n  s h o u l d  b e  a d d e d  t o  

t h e  FAC. I n  b a l a n c i n g  t h e  b e n e f i t s  o f  a d d i t i o n a l  f i n a n c i a l  

i n c e n t i v e  w i t h  g r e a t e r  a d m i n i s t r a t i v e  c o s t s  a n d  u n c e r t a i n t i e s ,  t h e  

C o m m i s s i o n  h a s  d e c i d e d  t h a t  t h e  p e r c e n t a g e  o f  p a s s t h r o u g h  s h o u l d  

be s e t  a t  9 0  p e r c e n t  o f  d e v i a t i o n s  f r o m  b a s e  f u e l  cos t .  F u r t h e r  

p r o t e c t i o n  a g a i n s t  l a r g e  g a i n s  o r  losses f r o m  e x t r e m e  f l u c t u a t i o n s  

i n  f u e l  c o s t s  s h o u l d  b e  p r o v i d e d  b y  a c a p  o f  3 p e r c e n t  of t o t a l  

f u e l  c o s t s  o n  f u e l  cos t  d e v i a t i o n s  a b s o r b e d  o r  r e t a i n e d  by 

u t i l i t i e s  i n  e a c h  6-month r e v i e w  p e r i o d .  

T h i s  p a r t i a l  p a s s t h r o u g h  me thod  c a n  b e  i n c o r p o r a t e d  i n  t h e  

c u r r e n t  FAC f o r  g e n e r a t o r s  by  r e t a i n i n g  b i e n n i a l  r o l l - i n s  o f  f u e l  

costs  i n t o  b a s e  r a t e s  a n d  c h a n g i n g  t h e  f o r m u l a  f o r  t h e  m o n t h l y  

f u e l  c h a r g e s  f r o m  r = Fm F b  w h e r e  m - - -  
Sm S b  

F i s  t h e  a l l o w a b l e  f u e l  cos t  i n  t h e  c u r r e n t  m o n t h ,  
F 8  is  t h e  a l l o w a b l e  f u e l  cost  i n  t h e  b a s e  p e r i o d ,  
Sm is  t h e  KWH s a l e s  i n  t h e  c u r r e n t  m o n t h ,  a n d  
S b  is  t h e  KWH s a l e s  i n  t h e  b a s e  p e r i o d ;  

to r = Am/Sm w h e r e  Am = p (Fm - sm) S b  m 

a n d  p is t h e  p e r c e n t a g e  a l l o w e d  t o  p a s s t h r o u g h  t h e  f u e l  c l a u s e .  

The  Commiss ion  is  o f  t h e  o p i n i o n  t h a t  u s i n g  h i s t o r i c  t e s t  y e a r s  

w i t h  known a n d  m e a s u r a b l e  a d j u s t m e n t s  i n  t h e  b i e n n i a l  r o l l - i n s  i s  
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c o n s i s t e n t  w i t h  ra te -case  t r e a t m e n t  a n d  best .  s e r v e s  t h e  i n t e r e s t s  

o f  al l .  p a r t i e s .  

T h e  AG d i d  n o t  p r o p o s e  a p p l y i n g  t h e  p a r t i a l  p a s s t h r o u g h  t o  

d i s t r i b u t i o n  u t i  1 i t i es .  D i s t r i b u t i o n  u t i l i t i e s  w i t h  f u l l  

r e q u i r e m e n t s  c o n t r a c t s  €o r  p u r c h a s e d  p o w e r  h a v e  m i n i m a l  c o n t r o l  

over  f u e l  costs  i n  t h e  s h o r t - r u n .  T h e r e f o r e ,  t h e  C o m m i s s i o n  w i l l  

n o t  c h a n g e  t h e  c u r r e n t  FAC a s  a p p l i e d  t o  d i s t r i b u t i o n  u t i l i t i e s .  

2 .  Forced O u t a q e s  

Most g e n e r a t o r s  opposed t h e  c u r r e n t  f u e l  c l a u s e  p r o v i s i o n  o n  

f o r c e d  o u t a g e s .  

T h e  l i m i t a t i o n s  o n  r e c o v e r y  o f  f u e l  e x p e n s e  d u e  t o  f o r c e d  

o u t a g e s  is  n o t  a c o n s i d e r a t i o n  t o  BREC s i n c e  t h e  m i n i m i z i n g  of 

f o r c e d  o u t a g e s  a n d  r e s t o r i n g  c a p a c i t y  t o  se rve  t h e  l o a d  is  i t s  

p r i m a r y  g o a l ,  BREC s a i d  t h a t  t h e  i n c l u s i o n  o f  t h e  f o r c e d  o u t a g e  

p r o v i s i o n  i n  t h e  FAC is  n o t  a n  i n c e n t i v e  t o  h o l d  down f u e l  costs  

a n d ,  t h e r e f o r e ,  s h o u l d  be removed .  

L G & E  d i d  n o t  make  a s p e c i f i c  r e c o m m e n d a t i o n  o n  c h a n g i n g  t h e  

r e g u l a t i o n  o n  f u e l  r e c o v e r y  cos t s  d u e  t o  f o r c e d  o u t a g e s ;  h o w e v e r ,  

i t  w o u l d  p r e f e r  a c h a n g e  i n  t h e  r e g u l a t i o n  w h i c h  w o u l d  n o t  

r e s t r i c t  a f l o w  t h r o u g h  o f  f u e l  c o s t s  t h a t  is c a u s e d  by  a f o r c e d  

o u t a g e .  

E a s t  K e n t u c k y  P o w e r  s a i d  t h a t :  f o r c e d  o u t a g e s  a re  u n d e s i r a b l e  

u n d e r  a n y  c i r c u m s t a n c e s  a n d  t h e  i n c e n t i v e  i n c l u d e d  i n  t h e  FAC 

c o m p l i m e n t s  i ts  g o a l  of k e e p i n g  f o r c e d  o u t a g e s  t o  a minimum. Eas t  

K e n t u c k y  Power  d i d  n o t  recommend a c h a n g e .  

K e n t u c k y  Power  s a i d  t h e  l i m i t a t i o n  o n  r e c o v e r y  o f  f u e l  

e x p e n s e  d u e  t o  f o r c e d  o u t a g e s  s h o u l d  be r e v i s e d  s i n c e  t h i s  
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p r o v i s i o n  i n  t h e  r e g u l a t i o n  does n o t  r e c o g n i z e  n o r  e n c o u r a g e  t h e  

e f f e c t s  o f  c e n t r a l l y  d i s p a t c h e d  "power p o o l i n g "  a n d  t h e r e b y  

p e n a l i z e s  K e n t u c k y  Power  w h i c h  is p a r t  o f  t h e  A m e r i c a n  E l e c t r i c  

Power  S y s t e m .  F u e l  cos t s  d i f f e r  s i g n i f i c a n t l y  b e t w e e n  K e n t u c k y  

P o w e r ' s  B i g  S a n d y  p l a n t  a n d  t h e  power pool t h a t  p r o v i d e s  

s u b s t i t u t e  power i n  t h e  e v e n t  o f  a n  o u t a g e .  

K e n t u c k y  U t i l i t i e s  s a i d  t h a t  t h e  l i m i t a t i o n  o n  r e c o v e r y  d u e  

to  f o r c e d  o u t a g e s  does n o t  c o n s i d e r  o t h e r  f a c t o r s  w h i c h  i m p a c t  t h e  

c u s t o m e r  c h a r g e  p e r  KWH,  s u c h  a s  t h e  d e c i s i o n  t o  b u i l d  s c r u b b e r s  

o r  t o  b u r n  EPA c o m p l i a n c e  c o a l .  B e c a u s e  o f  K e n t u c k y  U t i l i t i e s ' s  

c o m p l i a n c e  coa l  c o n t r a c t s ,  t h e r e  is  a l a r g e  d i f f e r e n c e  i n  f u e l  

cos t s  b e t w e e n  u n i t s .  T h e r e f o r e ,  t h e  f o r c e d  o u t a g e  l i m i t a t i o n  

r e s u l t s  i n  s i g n i f i c a n t  d i s a l l o w a n c e s  f o r  K e n t u c k y  [ J t i l i t i e s  

a l t h o u g h  i t s  c u s t o m e r s  b e n e f i t  f r o m  t h e  a v o i d a n c e  of s c r u b b e r  

i n v e s t m e n t  c o s t s .  C o n s e q u e n t l y ,  K e n t u c k y  U t i l i t i e s  p r o p o s e d  t o  

r ev i se  t h e  FAC t o  a l low r e c o v e r y  of f u e l  casts  when i t  h a s  b e e n  

shown t h a t  a f o r c e d  o u t a g e  i s  n o t  a r e s u l t  of f a u l t y  e q u i p m e n t ,  

f a u l t y  m a n u f a c t u r e ,  f a u l t y  d e s i g n ,  f a u l t y  i n s t a l l a t i o n ,  f a u l t y  

o p e r a t i o n ,  o r  f a u l t y  m a i n t e n a n c e .  

The  C o m m i s s i o n  r u l e d  a g a i n s t  t h i s  same o b j e c t i o n  i n  1 9 7 8 ,  

c h o o s i n g  t o  k e e p  t h e  r i s k  o f  f o r c e d  o u t a g e s  o n  t h e  u t i l i t i e s .  The  

g e n e r a t i n g  f a c i l i t i e s  a r e  u n d e r  t h e  u t i l i t i e s '  c o n t r o l ;  t h e r e f o r e ,  

t h e  u t i l i t i e s  s h o u l d  b e a r  t h e  r i s k  of losses  f r o m  f o r c e d  o u t a g e s .  

The  u t i l i t i e s  h a v e  p r e s e n t e d  n o  new a r g u m e n t s  i n  t h i s  c a se  a n d  t h e  

C o m m i s s i o n  is  o f  t h e  o p i n i o n  t h a t  t h e  f o r c e d  o u t a g e  p r o v i s i o n  

s h o u l d  r e m a i n  u n c h a n g e d .  
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3 .  Power Plant Performance 

The AG said that including various performance standards, 

such as fixed heat rates, power plant availability and/or capacity 

factors into the FAC or base rates would be desirable. 

BREC said that performance standards based upon heat rates 

have certain disadvantages such as difficulty in accurately 

determining the weighted average of BTU/LB of coal burned per KWH 

of generation whereas the cost of coal for the KWH of generation 

may be easily determined. Furthermore, the determination of the 

heat rate f o r  purchased power from multiple sources would present 

problems. The use of power plant availability incentives could 

have the effect of causing utilities to forego or delay 

maintenance on generating units thereby resulting ultimately in 

higher costs to t-he ratepayers. 

LG&E asserts that providing incentives to promote the 

efficient management of fuels is not the major purpose of the FAC; 

however, it does believe that there are sufficient incentives 

already in place such as: (a) competition among utilities to 

attract new economic development to their service areas; and ( b )  

maintaining and improving customer satisfaction. Achieving these 

goals of keeping rates low and competitive requires efficient 

management of fuel procurements, generating unit availability, low 

heat rates, and economic dispatch of generating units. 

Kentucky Utilities said that monitoring power plant 

performance such as heat rates and plant availability requires 

knowledge of power plant operations and maintenance. The 

Commission would need to create a redundant staff to the utilities 
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staff and the utilities may be required to increase its staff to 

supply the associated information which would be required. 

Monitoring of economic dispatch practices would require a 

significant amount of time and it is doubtful that any benefits 

could be obtained since so many diverse decisions associated with 

the economic dispatch of units are not expressly dependent upon 

fuel costs. 

Kentucky Power stated that it was constantly monitoring power 

plant maintenance, heat rate efficiency, plant availability and 

other operating characteristics and elimination of the fuel clause 

would not affect this present practice. The use of a fixed heat 

rate and power plant availability are important measures of 

performance; however, the fuel clause mechanism is not the 

appropriate place to determine if a company should be rewarded or 

penalized. 

East Kentucky Power recommends that the FAC regulations be 

modified to require a more stringent monitoring of each generating 

utility which would include power plant performance and 

availability, heat rate efficiency, and economic dispatch 

practices; however the use of a fixed heat rate would distort 

costs because they do not track actual power plant performance 

since the plant performance is both load and season sensitive. 

The Commission is concerned that det-ailed power plant 

Performance standards may present more implementation problems 

than benefits. One problem is the difficulty in setting 

reasonable standards for each unit for a range of future operating 

conditions. A more serious problem is that incentives based on 
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power p l a n t  p e r f o r m a n c e  s t a n d a r d s  r e w a r d  r e d u c t i o n s  i n  i n d i v i d u a l  

c o s t  e l e m e n t  c o v e r e d  b y  t h o s e  s t a n d a r d s  r a t h e r  t h a n  r e w a r d i n g  

r e d u c t i o n s  i n  t o t a l  g e n e r a t i n g  c o s t s .  The  p a r t i a l  p a s s t h r o u g h  

m e t h o d  s h o u l d  b e  a more e f f i c i e n t  way o f  p r o v i d i n g  a d d i t i o n a l  

i n c e n t i v e s  f o r  i m p r o v e d  power  p l a n t  p e r f o r m a n c e .  

4 .  R e c o v e r y  Laqs  

The  r e q u i r e m e n t  t h a t  t h e  m o n t h l y  f u e l  a d j u s t m e n t  be 

c a l c u l a t e d  u s i n g  a c t u a l  cos t s  a n d  f i l e d  w i t h  t h e  Commiss ion  1 0  

d a y s  i n  a d v a n c e  o f  b i l l i n g  c rea tes  a 1-month  l ag  i n  r e c o v e r i n g  

f u e l  cos t s  i n c r e a s e s  a n d  i n  p a s s i n g  t h r o u g h  f u e l  c o s t  decreases .  

The u s e  o f  f o r e c a s t e d  d a t a  is o n e  m e t h o d  o f  r e d u c i n g  r e c o v e r y  l a g s  

i n  t h e  c u r r e n t  FAC. The  g e n e r a t o r s  d i d  n o t  c o n s i d e r  t h e  e x i s t i n g  

r e c o v e r y  l a g s  a s  a n  e f f e c t i v e  i n c e n t i v e  n o r  d i d  t h e y  m a k e  a s t r o n g  

proposa l  f o r  u s i n g  f o r e c a s t e d  d a t a .  K e n t u c k y  Power p r o p o s e d  u s i n g  

f o r e c a s t e d  d a t a .  K e n t u c k y  U t i l i t i e s  d i s c u s s e d  t h e  V i r g i n i a  method 

of u s i n g  f o r e c a s t e d  d a t a  a n d  s u g g e s t e d  r e c o g n i z i n g  f o r e c a s t e d  f u e l  

l e v e l s  i n  b a s e  r a t e s ,  LG&E d i s c u s s e d  i t s  p r i o r  u s e  o f  f o r e c a s t e d  

d a t a  b u t  made n o  p r o p o s a l  a s  t o  u s i n g  f o r e c a s t e d  d a t a .  None o f  

t h e  o t h e r  u t i l i t i e s  made a n y  proposal t o  u s e  f o r e c a s t e d  d a t a .  The  

Commiss ion  s p e c i f i c a l l y  e x c l u d e d  t h e  u s e  o f  f o r e c a s t e d  d a t a  i n  

1978.  S i n c e  a l lowed f u e l  cos t s  are p e r i o d i c a l l y  r o l l ed  i n t o  b a s e  

ra tes ,  t h e  r e c o v e r y  l a g  a p p l i e s  o n l y  t o  i n t e r i m  i n c r e a s e s  and  

d e c r e a s e s .  T h e  l a g  is u n l i k e l y  t o  h a v e  a m a t e r i a l  impact o n  
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u t i l i t i e s '  f i n a n c i a l  p o s i t i o n s .  Use of f o r e c a s t e d  d a t a  would 

r e q u i r e  r e c o n c i l i a t i o n  w i t h  a c t u a l  cos t s ,  a d d i n g  c a l c u l a t i o n s  t o  

be r e v i e w e d  i n  e a c h  m o n t h l y  f i l i n g .  The  10-day  p e r i o d  between 

f i l i n g  a n d  b i l l i n g  d o e s  n o t  a l low f o r  e x t e n s i v e  r e v i e w  of 

fo recas t s  a n d  r e c o n c i l i a t i o n s .  

The  Commiss ion  a g a i n  r e j e c t s  t h e  u s e  o f  f o r e c a s t e d  d a t a  i n  

m o n t h l y  f i l i n g s  a s  i t  h a s  l i t t l e  b e n e f i t  and  would  h i n d e r  t h e  

C o m m i s s i o n ' s  r e v i e w  af cha rges  p r i o r  t o  b i l l i n g .  

5.  O v e r / U n d e r  R e c o v e r y  

A l l  t h e  g e n e r a t o r s ,  w i t h  t h e  e x c e p t i o n  o f  E a s t  K e n t u c k y  

P o w e r ,  p r o p o s e d  t h e  i n c l u s i o n  o f  a p r o v i . s i o n  f o r  b i l l i n g  

o v e r / u n d e r - r e c o v e r i e s  o f  f u e l  e x p e n s e .  K e n t u c k y  U t i l i t i e s  s t a t ed  

t h a t  t h e  r e c o v e r y  m e c h a n i s m  s h o u l d  a p p l y  o n l y  t o  t h e  FAC.  LG&E 

d i s c u s s e d  i t s  r e c e n t  p o l l  a n d  t h e  r e s u l t s  s h o w i n g  t h e  f a v o r a b l e  

a c c e p t a n c e  o f  t h e  FAC b y  t h e  p u b l i c ,  The  o p i n i o n  of L G & E  was t h a t  

t h e  i n c l u s i o n  of a n  o v e r / u n d e r - r e c o v e r y  would  s t r e n g t h e n  t h e  

p u b l i c ' s  a c c e p t a n c e  of t h e  FAC. The  b i l l i n g  of o v e r / u n d e r -  

r e c o v e r i e s  o f  FAC charges  a n d  c r e d i t s  is c u r r e n t l y  d o n e  for  

d i s t r i b u t o r s .  

An o v e r / u n d e r - r e c o v e r y  p r o v i s i o n  f o r  FAC c h a r g e s  s h o u l d  b e  

e x t e n d e d  t o  g e n e r a t o r s .  I t  s h o u l d  e l i m i n a t e  o n e  c o n c e r n  r e g a r d i n g  

f u e l  s y n c h r o n i z a t i o n  a d j u s t m e n t s  i n  r a t e  cases a n d  s e r v e s  p u b l i c  

i n t e r e s t  a s  i t  a v o i d s  o v e r - r e c o v e r i e s .  I n c o r p o r a t i n g  a n  

o v e r / u n d e r -  r e c o v e r y  m e c h a n i s m  i n t o  t h e  p a r t i a l  p a s s t h r o u g h  

p roposa l  d e v e l o p e d  e a r l i e r  i n  t h i s  O r d e r  w o u l d  c h a n g e  t h e  f o r m u l a  
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f o r  t h e  m o n t h l y  f u e l  c h a r g e  t o  

r = Am/Sm w h e r e  Am = p ( F m  - s m )  .t U m ,  
S b  m 

a n d  - 'm - Am-2 - R m t  

Rm = F u e l  c l a u s e  r e v e n u e  i n  t h e  
c u r r e n t  m o n t h .  

6 .  I n f o r m a t i o n  R e q u i r e d  - 

ESRG s u g g e s t e d  t h a t  t h e  Commiss ion  r e q u i r e  t h a t  f u e l  

p r o c u r e m e n t  and s y s t e m s  o p e r a t i o n s  d a t a  b e  f i l e d  i n  a s t a n d a r d  

f o r m a t  o n  a 

1 7  q u a r t e r l y .  

t h e  U n i f o r m  

r e g u l a r  b a s i s ,  a t  l e a s t  a n n u a l l y ,  w i t h  summary d a t a  

R e p o r t s  s h o u l d  i n c l u d e  c o s t  d a t a  a s  a c c o u n t e d  for  by 

S y s t e m  of A c c o u n t s ,  r e c o v e r y  d a t a  t h r o u g h  b i l l i n g s  

a s s o c i a t e d  d i r e c t l y  w i t h  t h e  p a s s t h r o u g h ,  a n d  q u a n t i f i c a t i o n  of 

t h e  o v e r - r e c o v e r y  o r  u n d e r - r e c o v e r y  p o s i t i o n  o f  t h e  u t i l i t y  f o r  

t h e  r e p o r t i n g  p e r i o d  a n d  y e a r  t o  d a t e .  O p e r a t i n g  d a t a  s h o u l d  

i n c l u d e  k e y  i n d i c a t o r s  s u c h  a s  g e n e r a t i n g  u n i t  h e a t  r a t e s ,  

g e n e r a t i o n  m i x ,  f u e l  mix  a n d  p l a n t  a v a i l a b i l i t y  load and 

u t i l i z a t i o n  f a c t o r s .  E S R G  s u m m a r i z e d  Colorado 's  f u e l  c l a u s e  

r e v i e w  s y s t e m  as  a n  example of a g o o d  r e v i e w  s y s t e m .  l8  K e n t u c k y ' s  

c l a u s e  h a s  a l w a y s  r e q u i r e d  more i n f o r m a t i o n  t h a n  t h a t  l i s t e d  a b o v e  

o r  i n c l u d e d  i n  ESRG's summary of C o l o r a d o ' s  s y s t e m .  M r .  T a l b o t  

had  n o t  a n a l y z e d  t h e  e x t e n t  of i n f o r m a t i o n  a v a i l a b l e  u n d e r  t h e  

c u r r e n t  FAC. 19 

A G ' s  Comments,  p a g e  4 8 .  

l8 A G ' s  Comments ,  page 28 .  

T . E . ,  pages 222-223.  1 9  
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The  g e n e r a t o r s  agreed t h a t  t h e  c u r r e n t  FAC p r o v i d e d  a d e q u a t e  

i n f o r m a t i o n .  The  C x n n i s s i o n  p l a n s  n o  c h a n g e  i n  i n f o r m a t i o n  

r e q u i r e m e n t s  i n  t h e  FAC r e g u l a t i o n .  

7 .  FCR Method 

UL€.f&P r e q u e s t e d  t h a t  t h e  Commiss ion  c o n s i d e r  t h e  FAC method 

i t  h a d  p r o p o s e d  i n  Case No. 9175-B, An E x a m i n a t i o n  b y  t h e  P u b l i c  

S e r v i c e  Commiss ion  o f  t h e  A p p l i c a t i o n  o f  t h e  F u e l  A d j u s t m e n t  

C l a u s e  o f  U n i o n  L i g h t ,  Heat a n d  P o w e r  Company f r o m  May 1,  1 9 8 5 ,  to  

October 3 1 ,  1 9 8 6 .  T h i s  m e t h o d ,  b a s e d  a n  O h i o  r e g u l a t i o n ,  u s e s  6 

m o n t h s  o f  a c t u a l  o r  p r o j e c t e d  f u e l  e x p e n s e  t o  d e v e l o p  a n  FCR r a t e .  

The  FCR r e m a i n s  u n c h a n g e d  f o r  6 m o n t h s  a n d  is b i l l e d  s e p a r a t e l y  

f r o m  t h e  base r a t e .  T o t a l ,  a c t u a l  f u e l  e x p e n s e s  are  r e c o n c i l e d  

w i t h  r e v e n u e s  g e n e r a t e d  by  t h e  FCR a n d  o v e r - r e c o v e r i e s  a n d  

u n d e r - r e c o v e r i e s  are  s u b s e q u e n t - l y  b i l l e d .  

The c u r r e n t  K e n t u c k y  FAC p l a c e s  a l l  o n g o i n g  f u e l  e x p e n s e s  i n  

base r a t e s  e v e r y  2 y e a r s .  F o r  d i s t r i b u t i o n  u t i l i t i e s ,  s u c h  a s  

ULH&P, t h i s  is  n o r m a l l y  t h e  f u e l  cos t  i n  t h e  w h o l e s a l e  b a s e  r a t e  

a d j u s t e d  € o r  l i n e  l o s s .  Any a c t u a l  d e v i a t i o n s  f r o m  t h e  b a s e  f u e l  

cost a r e  b i l l e d  t h r o u g h  t h e  m o n t h l y  f u e l  c l a u s e .  F o r  d i s t r i b u t i o n  

u t i l i t i e s ,  o v e r -  a n d  u n d e r - r e c o v e r i e s  o f  d e v i a t i o n s  i n c l u d e d  i n  

t he  f u e l  c l a u s e  are  a l s o  b i l l e d  t h r o u g h  t h e  m o n t h l y  f u e l  c h a r g e .  

The Commission r e j ec t s  t h e  FCR p r o p o s a l  a s  i t  i s  w e l l  s a t i s f i e d  

w i t h  t h e  c u r r e n t  d i s t r i b u t o r  FAC, w h i c h ,  u n l i k e  t h e  FCR, b i l l s  

most f u e l  cos t s  t h r o u g h  b a s e  r a t e s  a n d  p r o v i d e s  f o r  m o n t h l y  FAC 

a d j u s t m e n t s .  T h e  FCR's  s e m i - a n n u a l  a d j u s t m e n t s  wou ld  n o t  b e  

c o n s i s t e n t  w i t h  m o n t h l y  w h o l e s a l e  FAC a d j u s t m e n t s  t o  d i s t r i b u t o r s  

l i k e  ULH&P n o r  w i t h  t h i s  C o m m i s s i o n ' s  o b j e c t i v e  o f  p r o v i d i n g  a 

-29- 



m e a n s  o f  q u i c k l y  a d j u s t i n g  r a t e s  i n  t i m e s  o f  r a p i d  f u e l  p r i c e  

c h a n g e s .  

Proposals f o r  A d d i t i o n a l  A u d i t s  

E a s t  K e n t u c k y  Power  a n d  K e n t u c k y  U t i l i t i e s  recommended 

a d d i t i o n a l  s p o t  o r  regular  a u d i t s  of t h e  FAC. The  e x i s t i n g  

p r o g r a m  of managemen t  a u d i t s  was f a v o r a b l y  d i s c u s s e d  by t h e  

g e n e r a t o r s .  M r .  T a l b o t  a l s o  s u p p o r t e d  managemen t  a u d i t s .  The 

C o m m i s s i o n  S t a f f  r e n e w e d  a n  a c t i v e  p r o g r a m  of f i n a n c i a l  f i e l d  

a u d i t s  of t h e  FAC i n  1 9 8 6 .  No c h a n g e  i n  t h e  FAC r e g u l a t i o n  is 

n e c e s s a r y  r e g a r d i n g  a u d i t s .  

SUMMARY OF FINDINGS 

T h e  C o m m i s s i o n ,  h a v i n g  c o n s i d e r e d  t h e  e v i d e n c e  o f  record a n d  

b e i n g  a d v i s e d ,  f i n d s  t h a t :  

( 1  ) T h e  C o m m i s s i o n ' s  o b j e c t i v e s  i n  e s t a b l i s h i n g  t h e  s t a n d a r d  

FAC i n  1 9 7 8  h a v e  b e e n  m e t .  

( 2 )  T h e  C o m m i s s i o n ' s  o b j e c t i v e s  a n d  s t a n d a r d s  for t h e  

s t a n d a r d  FAC a r e  a s  s t a t e d  i n  t h e  C o m m i s s i o n ' s  September 3 ,  1986  

O r d e r  a n d  i n  t h i s  O r d e r .  

( 3 )  A FAC is a n  a p p r o p r i a t e  p a r t  of t h e  r e g u l a t o r y  f r a m e w o r k  

u n d e r  c u r r e n t  c o n d i t i o n s .  

( 4 )  T h e  FAC r e g u l a t i o n  s h o u l d  be r e v i s e d  t o  i n c o r p o r a t e  a 

p a r t i a l  p a s s t h r o u g h  i n c e n t i v e  a n d  t o  a l low f o r  b i l l i n g  o f  FAC 

o v e r -  a n d  u n d e r - r e c o v e r i e s  e 

( 5 )  A l l  o t h e r  p r o p o s e d  m o d i f i c a t i o n s  of t h e  FAC r e g u l a t i o n  

s h o u l d  be d e n i e d .  
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(6) T h e  d r a f t  r e g u l a t i o n  i n  A p p e n d i x  A i n c o r p o r a t e s  t h e  

a p p r o v e d  r e v i s i o n s  t o  t h e  FAC r e g u l a t i o n .  

( 7 )  Any i n t e r e s t e d  p a r t y  may s u b m i t  w r i t t e n  comments  

r e g a r d i n g  t h e  f i n d i n g s  i n  t h i s  O r d e r  a n d  t h e  d r a f t  r e g u l a t i o n  on 

o r  b e f o r e  O c t o b e r  2 1 ,  1 9 8 8 .  

ORDER 

I T  I S  THEREFORE ORDERED t h a t :  

( 1 )  E a c h  u t i l i t y  t h a t  f i l e d  comments  b e  a n d  i t  h e r e b y  i s  

deemed t o  b e  a p a r t y  t o  t h i s  p r o c e e d i n g .  

( 2 )  T h e  d r a f t  r e g u l a t i o n  i n  A p p e n d i x  A b e  and i t  h e r e b y  i s  

s u b m i t t e d  f o r  c o m m e n t s .  

Done a t  F r a n k f o r t ,  K e n t u c k y ,  t h i s  21st day of Septcsnber, 1988. 

By t-he C o m m i s s i o n  

ATTEST : 



APPENDIX A 

8 0 7  KAR 5:056.  F u e l  a d j u s t m e n t  c lause .  

RELATES TO: KRS C h a p t e r  2 7 8  
PURSUANT TO: K R S  2 7 8 . 0 3 0 ( 1 )  
NECESSITY AND FUNCTION: KRS 2 7 8 . 0 3 0 ( 1 )  p r o v i d e s  t h a t  a l l  

r a t e s  r e c e i v e d  b y  a n  e l ec t r i c  u t i l i t y  s u b j e c t  t o  t h e  j u r i s d i c t i o n  
o f  t h e  P u b l i c  S e r v i c e  Commiss ion  s h a l l  b e  f a i r ,  j u s t  and  
r e a s o n a b l e .  T h i s  r e g u l a t i o n  p r e s c r i b e s  t h e  r e q u i r e m e n t s  w i t h  
respect  t o  t h e  i m p l e m e n t a t i o n  of a u t o m a t i c  f u e l  a d j u s t m e n t  c l a u s e s  
by  w h i c h  e l e c t r i c  u t i l i t i e s  may i m m e d i a t e l y  recover c h a n g e s  i n  
f u e l  costs s u b j e c t  t o  l a t e r  s c r u t i n y  by t h e  P u b l i c  S e r v i c e  
C o m m i s s i o n .  

S e c t i o n  1. F u e l  A d j u s t m e n t  C l a u s e .  F u e l  a d j u s t m e n t  c l a u s e s  
w h i c h  a r e  n o t  i n  c o n f o r m i t y  w i t h  t h e  p r i n c i p l e s  s e t  o u t  b e l o w  a re  
n o t  i n  t h e  p u b l i c  i n t e r e s t  a n d  may r e s u l t  i n  s u s p e n s i o n  o f  t h o s e  
p a r t s  o f  s u c h  r a t e  s c h e d u l e s :  

(1)  T h e  f u e l  c l ause  s h a l l  p r o v i d e  f o r  p e r i o d i c  a d j u s t m e n t  
p e r  KWH o f  s a l e s  equal  t o  t h e  d i f f e r e n c e  b e t w e e n  t h e  f u e l  cos t s  
p e r  KWH s a l e  i n  t h e  b a s e  p e r i o d  a n d  i n  t h e  c u r r e n t  p e r i o d  
a c c o r d i n g  t o  t h e  f o l l o w i n g  f o r m u l a :  

A d j u s t m e n t  Fac tor  = A ( m )  
S ( m )  

( F ( b ) )  S ( m ) )  C U ( m ) :  U is  t h e  u n d e r  ( o v e r i  where A ( m )  = .9 ( F ( m )  - ( S ( b ) )  -- 
r e c o v e r y  of a l l o w e d  f u e l  e x p e n s e  c a r r i e d  f o r w a r d  f r o m  t h e  m o s t  
r e c e n t l y  b i l l e d  f u e l  c h a r q e ;  F is  t h e  e x p e n s e  o f  f o s s i l  f u e l  i n  
t h e  b a s e  ( b )  a n d  c u r r e n t  (m3 p e r i o d s ;  a n d  S is s a l e s  i n  t h e  b a s e  
(b) a n d  c u r r e n t  ( m )  p e r i o d s ,  a l l  a s  d e f i n e d  be low.  F o r  e l e c t r i c  
u t i l i t i e s  w i t h  n o  g e n e r a t i n g  c a p a c i t y  t h a t  p u r c h a s e  a l l  e n e r g y  
n e e d s  u n d e r  a f u l l  r e q u i r e m e n t s  c o n t r a c t  a t  r e g u l a t e d  w h o l e s a l e  
rates,  A ( m )  -- s h a l l  e q u a l  t h e  f u e l  a d j u s t m e n t  c h a r q e  o r  c r e d i t  i n  - 
- t h e  m o s t  r e c e n t  w h o l e s a l e  power b i l l  p l u s  U G ) .  

( 2 )  F ( b ) / S ( b )  s h a l l  b e  so  d e t e r m i n e d  t h a t  o n  t h e  e f f e c t i v e  
d a t e  o f  t h e  C o m m i s s i o n ' s  a p p r o v a l  o f  t h e  u t i l i t y ' s  a p p l i c a t i o n  of 
t h e  f o r m u l a ,  t h e  p r o j e c t e d  r e s u l t a n t -  a d j u s t m e n t  w i l l  b e  e q u a l  t a  
z e r o  ( 0 ) .  F o r  e l e c t r i c  u t i l i t i e s  w i t h  n o  q e n e r a t i n q  c a p a c i t y  ~- t h a t  
p u r c h a s e  a l l  e n e r q y  n e e d s  u n d e r  a f u l l  r e q u i r e m e n t s  c o n t r a c t  a t  
r e g u l a t e d  w h o l e s a l e  r a t e s ,  t h e  f u e l  cos t  i n c l u d e d  i n  r e t a i l  b a s e  
rates s h a l l  r e f l e c t  t h e  f u e l  cos t  i n  w h o l e s a l e  b a s e  r a t e s .  

( 3 )  F u e l  c o s t s  ( F )  s h a l . 1  be t h e  most r e c e n t  a c t u a l  m o n t h l y  
cos t  o f :  

( a )  F o s s i l  f u e l  consumed  i n  t h e  u t i l i t y ' s  own p l a n t s ,  
a n d  t h e  u t i l i t y ' s  s h a r e  o f  f o s s i l  a n d  n u c l e a r  f u e l  consumed  i n  
j o i n t l y  owned o r  l e a s e d  p l a n t s ,  p l u s  t h e  c o s t  of f u e l  w h i c h  would  
h a v e  b e e n  used i n  p l a n t s  s u f f e r i n g  f o r c e d  g e n e r a t i o n  or 
t r a n s m i s s i o n  o u t a g e s ,  b u t  less t h e  c o s t  o f  f u e l  r e l a t e d  t o  
s u b s t i t u t e  g e n e r a t i o n ;  p l u s  

- 



( b )  T h e  a c t u a l  i d e n t i f i a b l e  f o s s i l  a n d  n u c l e a r  f u e l  
c o s t s  associated w i t h  e n e r g y  p u r c h a s e d  f o r  r e a s o n s  o t h e r  t h a n  
i d e n t i f i e d  i n  p a r a g r a p h  ( c )  b e l o w ,  b u t  e x c l u d i n g  t h e  cos t  o f  f u e l  
r e l a t e d  t o  p u r c h a s e s  t o  s u b s t i t u t e  f o r  t h e  f o r c e d  o u t a g e s ;  p l u s  

( c )  T h e  n e t  e n e r g y  cos t  of e n e r g y  p u r c h a s e s ,  e x c l u s i v e  
o f  c a p a c i t y  o r  demand c h a r g e s  ( i r r e s p e c t i v e  of t h e  d e s i g n a t i o n  
a s s i g n e d  t o  s u c h  t r a n s a c t i o n )  when s u c h  e n e r g y  is  p u r c h a s e d  o n  a n  
e c o n o m i c  d i s p a t c h  bas i s .  I n c l u d e d  t h e r e i n  may b e  s u c h  cos ts  as 
t h e  c h a r g e s  f o r  economy e n e r g y  p u r c h a s e s  a n d  t h e  c h a r g e s  as a 
r e s u l t  of s c h e d u l e  o u t a g e ,  a l l  s u c h  k i n d s  of e n e r g y  b e i n g  
p u r c h a s e d  b y  t h e  b u y e r  t o  s u b s t i t u t e  f o r  i t s  own h i g h e r  c o s t  
e n e r g y ;  a n d  l ess  

( d )  T h e  c o s t  o f  f o s s i l  f u e l  recovered t h r o u g h  
i n t e r - s y s t e m  sa l e s  i n c l u d i n g  t h e  f u e l  c o s t s  r e l a t e d  t o  economy 
e n e r g y  s a l e s  a n d  o t h e r  e n e r g y  s o l d  o n  a n  e c o n o m i c  d i s p a t c h  b a s i s .  

( e )  A l l  f u e l  cos t s  s h a l l  be based o n  w e i g h t e d  a v e r a g e  
i n v e n t o r y  c o s t i n g .  

( 4  1 F o r c e d  o u t a g e s  a r e  a l l  n o n s c h e d u l e d  losses o f  g e n e r a t i o n  
o r  t r a n s m i s s i o n  w h i c h  r e q u i r e  s u b s t i t u t e  p o w e r  f o r  a c o n t i n u o u s  
per iod  i n  e x c e s s  o f  s i x  ( 6 )  h o u r s .  Where  f o r c e d  o u t a g e s  a re  n o t  
as a r e s u l t  o f  f a u l t y  e q u i p m e n t ,  f a u l t y  m a n u f a c t u r e ,  f a u l t y  
d e s i g n ,  f a u l t y  i n s t a l l a t i o n s ,  f a u l t y  o p e r a t i o n ,  o r  f a u l t y  
m a i n t e n a n c e ,  b u t  a r e  A c t s  of God, r i o t ,  i n s u r r e c t i o n  o r  a c t s  of 
t h e  p u b l i c  enemy,  t h e n  t h e  u t i l i t y  may,  u p o n  p r o p e r  s h o w i n g ,  w i t h  
t h e  a p p r o v a l  of t h e  C o m m i s s i o n ,  i n c l u d e  t h e  f u e l  cos t  o f  
s u b s t i t u t e  e n e r g y  i n  t h e  a d j u s t m e n t .  U n t i l  s u c h  a p p r o v a l  i s  
o b t a i n e d ,  i n  m a k i n g  t h e  c a l c u l a t i o n s  o f  f u e l  cos t  (F) i n  
s u b s e c t i o n  ( 3 ) ( a )  a n d  ( b )  a b o v e  t h e  forced o u t a g e  cos t s  t o  be 
s u b t r a c t e d  s h a l l  be n o  l ess  t h a n  t h e  f u e l  c o s t  r e l a t ed  t o  t h e  l o s t  
g e n e r a t i o n .  

( 5 )  S a l e s  ( S )  s h a l l  b e  a l l  K W H ' s  s o l d ,  e x c l u d i n g  
i n t e r - s y s t e m  sales .  W h e r e ,  f o r  a n y  r e a s o n ,  b i l l e d  s y s t e m  sa l e s  
c a n n o t  b e  c o o r d i n a t e d  w i t h  f u e l  cos t s  f o r  t h e  b i l l i n g  p e r i o d ,  
s a l e s  may be e q u a t e d  t o  t h e  sum of ( i )  g e n e r a t i o n ,  ( i i )  p u r c h a s e s ,  
( i i i )  i n t e r c h a n g e - i n ,  l e s s  ( i v )  e n e r g y  assoc ia ted  w i t h  pumped 
s t o r a g e  o p e r a t i o n s ,  less  ( v )  i n t e r - s y s t e m  s a l e s  r e f e r r e d  t o  i n  
s u b s e c t i o n  ( 3 ) ( d )  a b o v e ,  l e s s  ( v i )  t o t a l  s y s t e m  losses .  [ J t i l i t y  
u s e d  e n e r g y  s h a l l  n o t  be e x c l u d e d  i n  t h e  d e t e r m i n a t i o n  o f  s a l e s  
( S I .  

( 6 )  The  cos t  o f  f o s s i l  f u e l  s h a l l  i n c l u d e  no items o t h e r  
t h a n  t h e  i n v o i c e  p r i c e  of f u e l  l e s s  a n y  c a s h  o r  o t h e r  d i s c o u n t s .  
T h e  i n v o i c e  p r i c e  of f u e l  i n c l u d e s  t h e  cos t  o f  t h e  f u e l  i t s e l f  a n d  
n e c e s s a r y  charges  f o r  t r a n s p o r t a t i o n  o f  t h e  f u e l .  f r o m  t h e  p o i n t  of 
a c q u i s i t i o n  t o  t h e  u n l o a d i n g  p o i n t ,  a s  l i s t e d  i n  A c c o u n t  151  of 
FERC U n i f o r m  S y s t e m  of A c c o u n t s  f o r  P u b l i c  U t i l i t i e s  a n d  L i c e n s e s .  

( 7 )  A t  t h e  t i m e  t h e  f u e l  c l a u s e  is  i n i t i a l l y  f i l e d ,  t h e  
u t i l i t y  s h a l l  s u b m i t  copies  of e a c h  f o s s i l  f u e l  p u r c h a s e  c o n t r a c t  
n o t  o t h e r w i s e  o n  f i l e  w i t h  t h e  C o m m i s s i o n  a n d  a l l  o t h e r  
a g r e e m e n t s ,  o p t i o n s  o r  s i m i l a r  s u c h  d o c u m e n t s ,  a n d  a l l  amendments  
a n d  m o d i f i c a t i o n s  t h e r e o f  r e l a t e d  t o  t h e  p r o c u r e m e n t  of f u e l  
s u p p l y  a n d  p u r c h a s e d  power. I n c o r p o r a t i o n  by  r e f e r e n c e  is 
p e r m i s s i b l e .  Any c h a n g e s  i n  t h e  d o c u m e n t s ,  i n c l u d i n g  p r i c e  
e s c a l a t i o n s ,  o r  a n y  new a g r e e m e n t s  e n t e r e d  i n t o  a f t e r  t h e  i n i t i a l  
s u b m i s s i o n ,  s h a l l  b e  s u b m i t t e d  a t  t h e  t i m e  t h e y  a r e  e n t e r e d  i n t o .  



Where f u e l  is  p u r c h a s e d  f r o m  u t i l i t y - o w n e d  o r  c o n t r o l l e d  s o u r c e s ,  
o r  t h e  c o n t r a c t  c o n t a i n s  a p r i c e  e s c a l a t i o n  c l a u s e ,  t h o s e  f a c t s  
s h a l l  b e  n o t e d  a n d  t h e  u t i l i t y  s h a l l  e x p l a i n  and  j u s t i f y  them i n  
w r i t i n g .  F u e l  c h a r g e s  w h i c h  a r e  u n r e a s o n a b l e  s h a l l  b e  d i s a l l o w e d  
a n d  may r e s u l t  i n  t h e  s u s p e n s i o n  o f  t h e  f u e l  a d j u s t m e n t  c lause ,  
The  C o m m i s s i o n  o n  i t s  own m o t i o n  may i n v e s t i g a t e  a n y  a s p e c t  of 
f u e l  p u r c h a s i n g  a c t i v i t i e s  c o v e r e d  b y  t h i s  r e g u l a t i o n .  

( 8 )  Any t a r i f f  f i l i n g  w h i c h  c o n t a i n s  a f u e l  c l a u s e  s h a l l  
c o n f o r m  t h a t  c lause w i t h  t h i s  r e g u l a t i o n  w i t h i n  t h r e e  ( 3 )  months  
o f  t h e  e f f e c t i v e  d a t e  of t h i s  r e g u l a t i o n .  T h e  t a r i f f  f i l i n g  s h a l l  
c o n t a i n  a d e s c r i p t i o n  o f  t h e  f u e l  c l a u s e  w i t h  d e t a i l e d  cost  
s u p p o r t .  

( 9 )  T h e  m o n t h l y  f u e l  a d j u s t m e n t  s h a l l  b e  f i l e d  w i t h  t h e  
Commiss ion  t e n  ( 1 0 )  d a y s  b e f o r e  i t  is  s c h e d u l e d  t o  go i n t o  e f f e c t ,  
a l o n g  w i t h  a11  t h e  n e c e s s a r y  s u p p o r t i n g  d a t a  t o  j u s t i f y  t h e  amount: 
of t he  a d j u s t m e n t  w h i c h  s h a l l  i n c l u d e  d a t a  a n d  i n f o r m a t i o n  a s  may 
be  r e q u i r e d  b y  t h e  C o m m i s s i o n .  

( 1 0 )  Copies o f  a l l  d o c u m e n t s  r e q u i r e d  t o  b e  f i l e d  w i t h  t h e  
Commiss ion  u n d e r  t h i s  r e g u l a t i o n  s h a l l  b e  o p e n  a n d  made a v a i l a b l e  
f o r  p u b l i c  i n s p e c t i o n  a t  t h e  o f f i c e  of t h e  P u b l i c  S e r v i c e  
Commiss ion  p u r s u a n t  t o  t h e  p r o v i s i o n s  o f  KRS 61 .870  t o  6 1 . 8 8 4 .  

(11) A t  s i x  ( 6 )  m o n t h  i n t e r v a l s ,  t h e  Commiss ion  w i l l  c o n d u c t  
p u b l i c  h e a r i n g s  on  a u t i l i t y ' s  p a s t  f u e l  a d j u s t m e n t s .  The 
Commiss ion  w i l l  o rde r  a u t i l i t y  t o  c h a r g e  o f f  a n d  amor t i ze ,  by 
means  o f  a t e m p o r a r y  d e c r e a s e  o f  r a t e s ,  a n y  a d j u s t m e n t s  i t  f i n d s  
u n j u s t i f i e d  d u e  t o  i m p r o p e r  c a l c u l a t i o n  o r  a p p l i c a t i o n  of t h e  
charge o r  i m p r o p e r  f u e l .  p r o c u r e m e n t  p r a c t i c e s .  -- T h e  Commiss ion  
w i l l  r e v i e w  t h e  o p e r a t i o n  of t h e  p a r t i a l  p a s s t h r o u q h  p r o v i s i o n  and  
p r o v i d e  f o r  c h a r q i n q  o f f  b y  means  o f  a t e m p o r a r y  decrease or 
increase  i n  r a t e s ,  a n y  d i f f e r e n c e  o v e r  t h e  - r e v i e w  pe r iod  b e t w e e n  
a l lowed f u x  c l a u s e  r e v e n u e s  a n d  f u e l  e x p e n s e s  t h a t  e x c e e d s  3 
p e r c e n t  o f  t o t a l  f u e l  e x p e n s e s .  

( 1 2 )  E v e r y  t w o  ( 2 )  y e a r s  f o l l o w i n g  t h e  i n i t i a l  e f f e c t i v e  d a t e  
of  each u t i l i t y ' s  f u e l  c l a u s e  t h e  Commiss ion  i n  a p u b l i c  h e a r i n g  
w i l l  r e v i e w  a n d  e v a l u a t e  p a s t  o p e r a t i o n s  of t h e  c l a u s e ,  d i s a l l o w  
i m p r o p e r  e x p e n s e s  a n d  t o  t h e  e x t e n t  a p p r o p r i a t e  r e - e s t a b l i s h  t h e  
f u e l  c l a u s e  c h a r g e  i n  a c c o r d a n c e  w i t h  s u b s e c t i o n  ( 2 )  o f  t h i s  
s e c t i o n .  ( *  K y . R .  8 2 2 ;  e f f .  4 -7-82 . )  
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O R D E R  

On September 3, 1986, the Commission instituted an investi- 

gation of the fuel adjustment clause ("FAC") regulation (807 KAR 

5:056). The scope of the investigation was to determine whether, 

due to changed circumstances, the FAC should be modified or 

eliminated and, if changes were needed, to develop a proposed 

regulation. Comments were solicited from the parties and a public 

hearing was held January 13, 1987. 

Based on the filed comments and the hearing record, the 

Commission issued an Order on September 21, 1988 setting forth the 

following findings: 

1. The Commission's objectives in establishing the standard 

FAC in 1978 had been met. 

2. The Commission's objectives and standards for the FAC 

were as stated in the Commission's September 3, 1986 Order and are 

being met by the present FAC. 

3. A FAC is an appropriate part of the regulatory framework 

under current conditions. 



4. The FAC regulation should be revised to incorporate a 

partial passthrough and to allow for billing of FAC over- and 

under-recoveries. 

5. All other proposed modifications of the FAC regulation 

should be denied. 

6. A draft regulation, attached to the September 21, 1988 

Order as an appendix, incorporates the proposed revisions to the 

FAC regulation. 

7. The parties should be invited to submit comments on the 

draft regulation. 

Comments were filed by Big Rivers Electric Corporation ("Big 

Rivers"), the Attorney General of the Commonwealth of Kentucky 

("AG"), East Kentucky Power Cooperative, Inc. ("EKPC") , Kentucky 
Power Company ("Kentucky Power"), Kentucky Utilities Company 

("KU"), and Louisville Gas and Electric Company ("LGLE") . 
Each took the opportunity to reiterate its previously stated 

positions. In general, none of the commentators disputed the 

Commission's findings that: its objectives in establishing the FAC 

in 1978 have been met: its objectives and standards are as stated 

in its September 3 ,  1986 and September 21, 1988 Orders: a FAC is 

appropriate under current conditions; and all other proposed 

modifications of the FAC regulation should be denied. The 

comments took issue with: 1.) the Commission's findings that the 

FAC regulation should be revised to incorporate a partial 

passthrough incentive and to allow for billing of FAC over- and 

under-recoveries: and 2.) the draft regulation incorporating 

revisions to the FAC regulation. 
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The intent of a partial passthrough is to establish 

additional financial incentives to supplement those included in 

the current FAC regulation. In drafting the proposed regulation, 

the Commission decided that the percentage of passthrough should 

be set at 90 percent of deviations from fuel cost to balance the 

benefits of additional financial incentive against the greater 

administrative costs and uncertainties. To further protect 

utilities and ratepayers from large gains or losses resulting from 

extreme fluctuations in fuel costs, the Commission provided a cap 

of 3 percent of total fuel costs on fuel cost deviations absorbed 

or retained during each 6-month review period.2 

FAC Regulation 

All comments, except those of the AG, supported the FAC 

regulation currently in effect. LG&E recognized the Commission's 

attempt to "strike a balance between its objective of encouraging 

utilities to keep their fuel cost as low as practicable and the 

need for providing utilities with an orderly rate-making mechanism 

for reflecting increases or decreases in fuel costs, which cannot 

always be directly controlled or influenced by utilities"' but 

opined that the current FAC has always worked well. Big Rivers 

reaffirmed its position that the FAC, in its present form with 100 

percent passthrough, has served consumers and utilities well and 

Administrative Case No. 309, Order dated September 21, 1988, 
page 21. 

LGcE Comments filed October 24, 1988, page 2. 
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should be retained.4 KU and EKPC stated that the current FAC 

should remain unchanged as it has met the Commission's established 

criteria, is precise and understandable, provides for proper 

review and monitoring, and is equitable to both customers and 

utilities. KU also criticized the proposed regulation as being 

deficient because it failed to satisfy the criteria of being fair 

in billing costs to cost-causers, administratively workable and 

efficient, and providing for fair regulation of both distribution 

and generation utilities. 

The AG did not propose to modify the Commission's draft 

regulation. Rather, the AG supported the Commission's efforts and 

characterized them as a "significant first step in providing true 

incentives that encourage electric utilities to control fuel 

costs. ' I 6  To provide even greater incentives, the AG asked for 

reconsideration of its initial recommendation that FAC 

passthroughs be limited from 50 percent to 7 5  percent deviations 
from base rates. 7 

Incentives and Risk 

Substantial incentives for efficient management of fuel costs 

already exist according to Big Rivers. 8 "Current fuel clause 

Big Rivers Comments filed October 17, 1988, page 1. 

KU Comments filed October 21, 1988, page 4 ;  and EKPC Comments 
filed October 21, 1988, page 1. 

AG Comments filed October 21, 1988, page 1. 

- Id., page 2.  

Big Rivers Comments filed October 17, 1988, page 1. * 
-4- 



operation has not proved that such incentives have been lacking," 

stated KU.' EKPC pointed out that "high standards of fuel 

procurement and generating station efficiency have been a priority 

of EKPC management philosophy, aside from any considerations or 

advantages to be gained in the FAC."1° EKPC and Big Rivers 

contend that absorbing 10 percent of allowable fuel cost would not 

serve as an incentive to reduce costs but would merely reduce 

revenue and margins, thus requiring more rate increases than under 

present regulations. l1 LG&E acknowledged that the proposed 

incentive could actually encourage a utility to secure fuel of 

lower quality and cost resulting in higher operation and 
maintenance expenses. 12 

KU does not believe the partial passthrough to be an 

incentive to the utility but rather a risk for its customers and 

investors. l3 When fuel costs are declining, the customers are 

penalized by not receiving the full passthrough of the cost 

savings. When fuel costs are rising, the investors are penalized 

by the utility's inability to fully recover a cost which the 

Commission has acknowledged to be not completely under the 

utility's control. 

KU Comments filed October 21, 1988, page 4. 

EKPC Comments filed October 21, 1988, page 1. 

EKPC Comments filed October 21, 1988, page 1; and Big Rivers 
Comments filed October 17, 1988, page 2. 

LG&E Comments filed October 24, 1988, page 3. 

KU Comments filed October 21, 1988, page 1. 

lo 

l2 

l3 
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LGbE acknowledged that the partial passthrough created an 

incentive to the company but does not believe the benefits equal 

the risks as compared to the current FAC regulation. LG&E 

believes the proposed regulation would work to inhibit its ability 

to recover its fuel costs and to earn a fair and reasonable rate 

of return. l5 LG&E fears its investors' perception of this greater 

risk could result in an increase in its cost of capital.16 

Establishment of Base Fuel Cost 

The proposed regulation places undue significance on the 

selection of the fuel clause base according to KU.17 Kentucky 

Power found that establishing the base rate would be critical as 

this is where the 90 percent is determined and if a base rate is 

not carefully established by the Commission, a "regulatory" 

difference between base and actual fuel cost could arise which 

would be harmful to either the company or its customers. 18 

Kentucky Power expressed concern that absent full recovery, a 

strong incentive would exist to achieve price stability by 

entering firm coal contracts of at least one year rather than 

taking full advantage of the spot market to minimize overall 

cost. 19 

l4 LG&E Comments filed October 24, 1988, page 3. 

Id., page 5. 

LG&E Comments filed October 24, 1988, page 5. 

KU Comments filed October 21, 1988, page 2. 

Kentucky Power Comments filed October 21, 1988, page 2. 

- 
l6 

l7 

l8 

19 - Id., page 4. 
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In requesting clarification as to how the base fuel cost 

would be established, LG&E predicted that fuel clause hearings 

could become very argumentative with expert testimony if the 

2o LG&E, methodology is not explicitly stated in the regulation. 

KU, and Kentucky Power shared the opinion that the current 

biennial review of the base fuel cost would be too infrequent 

under the proposed passthrough.*l As KU stated, "selection of the 

base upon biennial review is a judgment call attempting to 

replicate a typical month that has no direct correlation with the 
procurement of coal and/or power plant operations. It22 

Three Percent Cap 

The validity, effectiveness, and equity of the proposed 3 

percent cap were all questioned by utilities. Kentucky Power 

applied the proposed partial passthrough to its FAC data for a 

10-year period and found it would never have triggered the cap. 23 

Citing this example, Kentucky Power claimed that the cap would 

provide little protection to the utilities or ratepayers. In 

fact, Kentucky Power maintained that it would have had to realize 

2o LG&E Comments filed October 24, 1988, page 5. 

21 LGbE Comments filed October 24, 1988, page 5; KU Comments 
filed October 21, 1988, page 2; and Kentucky Power Comments 
filed October 21, 1988, page 2. 

KU Comments filed October 21, 1988, page 2. 

Kentucky Power Comments filed October 21, 1988, page 5. 

22 

23 
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a 30 percent change in fuel cost to trigger the protection of the 

3 percent cap. 24 EKPC found the theory of providing protection 

against extreme fluctuations to be good but found a basic inequity 

in the methodology. 2 5  This inequity, which adversely impacts the 

utility, arises because it requires a longer time and more 

pronounced cost fluctuation to trigger increases while rate 

decreases LG&E also found a 

disparity between the utility's risks of under-recovery and 

opportunities for over-recovery. 27 LG&E's costs would have to 

rise 42.86 percent before the 3 percent threshold would be 

exceeded and LG&E entitled to increase its rates. However, a 

23.07 percent decrease in costs would exceed the 3 percent 

threshold and result in a rate decrease. 

Over/Under Recovery Provision 

would be required more frequently. 26 

According to KU, there is nothing intuitively wrong with 

requiring generating utilities to initiate monthly over- and 

under-recovery of fuel costs as is currently required for 

distribution utilities. 28 However, KU argued that implementation 

would be complicated and based on KU's historical operation, would 

25 EKPC Comments filed October 21, 1988, page 2 .  

27 

28 

LGLE Comments filed October 24, 1988, page 5. 

KU Comments filed October 21, 1988, page 2. 
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have no material significance. 29 LG&E was also concerned with 

implementation and requested the Commission to explain the 

provision in detail. 30 Big Rivers and EKPC both supported the 

provision. 31 Like KU, EKPC stated that its operating statistics 

over the long term show that over- and under-recoveries balance 

out . 32 
SUMMARY 

The Commission, having considered the evidence of record and 

being otherwise sufficiently advised, finds that it must 

reconsider the decision set forth in its Order dated September 21, 

1988. The Commission has reviewed the record extensively and has 

measured the current FAC against the six objectives set forth in 

the Order of September 21, 1988. After due consideration, the 

Commission finds that the current FAC meets these objectives and 

requires no modification at this time. While this represents a 

change from the decision of September 21, 1988, the Commission 

finds that such change and the resulting continuation of the 

current FAC is preferable to implementing a partial passthrough. 

A partial passthrough FAC was originally favored by the 

Commission because it would establish additional financial 

30 

31 Big Rivers Comments filed October 17, 1988, page 2; and EKPC 

32 

LG6E Comments filed October 24, 1988, page 13. 

Comments filed October 21, 1988, page 2. 

EKPC Comments filed October 21, 1988, page 2. 
-9- 



incentives to supplement those in the current FAC. However, the 

additional incentives are likely to produce unwanted and 

undesirable results, including higher administrative costs and 

inefficiencies such as more frequent rate cases, extensive reviews 

of base fuel rates at least annually, and the likelihood of 

expenses for consultants to review the base fuel rates in FAC 

cases. A partial passthrough could also provide incentives for 

utilities to stabilize costs through long-term contracts at the 

expense of lower cost spot-market purchases and to set base rates 

as high as possible to minimize the chances of fuel cost 

under-recovery. Since the base rate would be so critical in a 

partial passthrough FAC, the attention focused on its 

establishment could result in the utilities, as well as the 

Commission and intervenors, losing sight of the real issues of 

fuel procurement and fuel cost management. 

The Commission further finds that the current FAC includes 

effective incentives for the efficient management of fuel costs. 

These incentives are provided primarily through the Commission's 

review and oversight which will continue and be strengthened 

within the present FAC framework. In addition, the current FAC is 

administratively workable and efficient for both the utilities and 

the Commission. The current FAC provides information necessary to 

adequately monitor fuel costs and such monitoring can lead to 

in-depth investigation of fuel costs and fuel-related issues, as 

-10- 



evidenced by Case No. 9631.33 Furthermore, the potential results 

of a partial passthrough--more frequent general rate cases and FAC 

cases which take on the complexity and length of general rate 

cases--would not result in a more workable or more efficient FAC. 

Hence, the FAC regulation should not be revised to include a 

partial passthrough. 

The Commission reaffirms its previous finding that a pro- 

vision for billing over- and under-recoveries should be incor- 

porated into the calculation of the monthly FAC factor for the 

electric generating utilities. A provision for billing over- and 

under-recoveries has been in effect for the electric distribution 

utilities since May 1981. The implementation of a similar 

provision for electric generating utilities does not necessitate a 

revision of the FAC regulation. Attached as Appendix A is a 

revised format for the monthly FAC report which includes over- and 

under-recoveries. All parties are invited to submit comments on 

the new format within H d a y s  of the date of this Order. 
ZST 

IT IS THEREFORE ORDERED that: 

1. The Commission's Order of September 21, 1988 be and it 

hereby is modified to eliminate the draft revisions to the FAC 

incorporating a partial passthrough incentive and a provision for 

billing FAC over- and under-recoveries. 

33 Case No. 9631, An Investigation Into the Fuel Procurement 

-11- 
Practices of Kentucky Utilities Company. 



2. Parties shall file comments on the FAC report format as 

revised to allow for  billing of FAC over- or under-recoveries, 

attached hereto and incorporated herein as Appendix A, within 25 

days of the date of this Order. 

Done at Frankfort, Kentucky, this 18th day Of Decanber, 1989. 

By the Commission 

ATTEST: 
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APPENDIX A 

APPENDIX TO AN ORDER 
IN ADMINISTRATIVE 

OF THE KENTUCKY PUBLIC 
CASE NO. 309 DATED 

SERVICE COMMISSION 

Company: 

FUEL ADJUSTMENT CLAUSE SCHEDULE 

Month Ended: 

= ( + I  - - Fuel Fm (Fuel Cost Schedule) 
Sales Sm (Sales Schedule) 

Effective Date for Billing: 

Submitted Bv: 
4 

(Signature) 

Title: 

- Date Submitted: 
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Company: 

FUEL COST SCHEDULE 

Month Ended: 

A. Company Generation 
Coal Burned 
Oil Burned 
Gas Burned 
Fuel (jointly owned plant) 
Fuel (assigned cost during F.O.) 
Fuel (substitute for F.O.) 

Sub Total 

B. Purchases 
Net Energy Cost-Economy Purchases 
Identifiable Fuel Cost - Other Purchases 
Identifiable Fuel Cost (substitute for F.O.) 

Sub Total 

C. Inter-System Sales 
Fuel Costs 

D. Over or (Under) Recovery from Page 4 

Total Fuel Cost ( A  + B - C - D) 



Page 3 of 4 

Company : 

SALES SCHEDULE 

Month Ended: 

A. Generation (Net) 

Purchases Including Interchange In 

Sub-To tal 

B. Pumped Storage Energy ( + I  

Inter-System Sales Including Interchange Out ( + I  

Systems Losses ( + I  
Sub-Total 

Total Sales ( A  - B) 
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Company : 

(OVER) OR UNDER RECOVERY SCHEDULE 

1. 

2. 

3. 

4 .  

5 .  

6 .  

Last FAC Rate Billed 

KWH Billed at Above Rate 

FAC Revenue/(Refund) (L1 x L2) 

KWH Used to Determine Last FAC Rate 

FAC Revenue/(Refund) to be Derived (L1 x L4) 

Over or (Under) Recovery (L3 - L5) 


